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THE PRESIDENT’S SOCIAL SECURITY
FRAMEWORK

TUESDAY, FEBRUARY 23, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to call, at 3:04 p.m., in room 1100,
Longworth House Office Building, Hon. Bill Archer (Chairman of
the Committee) presiding.

[The advisory announcing the hearing follows:]

o))



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE Contact (202) 225-1721
February 16, 1999
No. FC-6

Archer Announces Hearing on
the President’s Social Security Framework

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on an evaluation
of the features and effects of the President’s framework to reform Social Security.
The hearing will take place on Tuesday, February 23, 1999, in the main Committee
hearing room, 1100 Longworth House Office Building, beginning at 3:00 p.m.

Oral testimony at this hearing will be from invited witnesses only. Witnesses will
include representatives of the Congressional Budget Office, the General Accounting
Office and other experts in Social Security and budget policy. However, any indi-
vidual or organization not scheduled for an oral appearance may submit a written
statement for consideration by the Committee and for inclusion in the printed
record of the hearing.

BACKGROUND:

In his 1999 State of the Union address, President Clinton proposed using 62% of
the projected Federal budget surpluses over the next 15 years to shore up simulta-
neously the Social Security system and pay down the publicly-held debt. In addition,
the President would allow the government to invest almost $600 billion of the trust
funds in the private market for the first time ever. The President has estimated
that his proposal would extend the life of the Social Security Trust Funds until
2055. The President’s framework for reform fundamentally changes the self-financ-
ing nature of Social Security by using general revenues and private market invest-
ments to support the program. Historically, Social Security has been financed al-
most exclusively with dedicated payroll taxes.

On February 4, 1999, Secretary of the Treasury Robert E. Rubin presented the
President’s budget proposals to the Committee, including the Social Security frame-
work.

In announcing the hearing, Chairman Archer stated: “The President has pre-
sented the Nation with his Social Security framework. This hearing will help us bet-
ter understand what the President’s framework does and does not do. Only by clear-
ly laying out the benefits and defects of the President’s approach can we construc-
tively move forward together, as we must, to save and strengthen Social Security
for current and future generations.”

FOCUS OF THE HEARING:

The hearing will focus on an evaluation of the features and effects of the Presi-
dent’s framework to reform Social Security.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect 5.1 format, with
their name, address, and hearing date noted on a label, by the close of business,



3

Tuesday, March 9, 1999, to A.L. Singleton, Chief of Staff, Committee on Ways and
Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their state-
ments distributed to the press and interested public at the hearing, they may de-
liver 200 additional copies for this purpose to the Committee office, room 1102 Long-
worth House Office Building, by close of business the day before the hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written
statement or exhibit submitted for the printed record or any written comments in
response to a request for written comments must conform to the guidelines listed
below. Any statement or exhibit not in compliance with these guidelines will not be
printed, but will be maintained in the Committee files for review and use by the
Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect 5.1 format, typed in single space and may not ex-
ceed a total of 10 pages including attachments. Witnesses are advised that the Committee will
rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at “http://www.house.gov/ways__means/”.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226-
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

—

Chairman ARCHER. The Committee will come to order. Good
afternoon.

Today’s hearing continues our series of meetings on how to save
Social Security. We have with us today a group of experts who will
review the President’s proposal.

I am pleased that the administration is here to answer any ques-
tions that Members might have about their approach.

From what we have learned, many leading nonpartisan authori-
ties have not been kind to the President’s framework. We have
been informed the White House plan represents a double count. It
increases the debt, throws more IOUs into the trust fund, and
doesn’t do anything to save Social Security for the long-term. Those
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are allegations that have been made from various quarters that I
have seen over the last month.

All of this may be true. Perhaps the witnesses can explain that
it is not true, but that is our opportunity today. Members from both
sides of the aisle will benefit from a straightforward review of the
White House framework.

Today, however, I want to make clear that regardless of any
flaws that may exist in the administration’s proposal, I am person-
ally determined to make every reasonable effort to save Social Se-
curity and to see that it is signed into law by the President during
my remaining 2 years in the Congress. I will focus my efforts on
the areas where we can make progress.

I want to make clear that the President’s framework contains
one major element that can bring us together. For the first time,
the President of the United States, a Democrat mind you, advo-
cates investing in the stock market as a solution to Social Secu-
rity’s problems. This is a breakthrough, and it is without prece-
dent.

The White House and I may differ on who should own and con-
trol these investments. The White House calls for government con-
trol over people’s investment choices. I believe if there is to be in-
vestment in the markets, it must be under the control of individ-
uals, free to make up their own minds.

But I do not intend to let this important difference stop us from
making progress. I believe that the White House won’t forever cling
to this unpopular proposal. Indeed, the President has proposed in-
dividual ownership in the markets as a part of his add-on plan
called the USA Plan.

While the USA Plan doesn’t in itself do anything to save Social
Security, it represents another potential building block upon which
we can possibly make progress.

Finally, I believe it is appropriate to set aside 62 percent of the
projected surplus until Social Security is saved. We have the re-
sources. The economy is strong, and the time is right. I intend to
listen and learn from today’s witnesses. Where there are flaws in
the White House approach, let’s fix them. Where there are good
ideas, let’s seize them.

Now I am happy to yield to the gentleman from New York, the
Ranking—oh, I'm sorry. Oh, the gentleman from New York is not
here. In his stead, I yield to the gentleman from California, Mr.
Matsui, for any comments he might like to make.

Mr. MATsUuIL. Thank you very much, Mr. Chairman. Mr. Rangel,
the gentleman from New York, is not feeling well today. He has the
flu. So he is up in New York. He should be here tomorrow.

But thank you very much. I am going to be brief. Let me just
say this. I appreciate the Chairman’s remarks and the constructive
approach that he has taken to this hearing today and his com-
ments. Over the last month since the President has introduced his
bill, the other side of the aisle has been spending most of its time
criticizing the President’s plan. I think this hopefully will be a first
step in a new direction.

I might just point out what the President’s plan does. Very sim-
ply, it sets aside 62 percent of the budget surplus for Social Secu-
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rity, with a portion to be invested in equities, and the rest to buy
down the debt. It also sets aside another 15 percent for Medicare.

The criticisms that have been raised on the President’s plan as
set forth by the Chairman, is that some of the proceeds of the sur-
plus would be invested in private equities. I might just point out
that the thrift savings plan, which every Member of this Com-
mittee and every Member of the House participates in, invests in
the equity markets itself. If it is good enough for us, I should imag-
ine it would be good enough for the American public as well.

In terms of the double accounting, that has been used in scoring
Federal budgets for decades. My understanding is that even plans
that come from the other body, and perhaps plans that might come
from this body will suffer the same kind of criticisms.

So, I hope that if we criticize the President’s plan for double ac-
counting, we will also do the same for any subsequent plan, if in
fact it should do that.

There is also a confusing argument about the debt limit, and, if
I might just say, the President’s plan does not increase the public
debt. What it does is decrease the public debt substantially from
the current approximately 44 percent of gross domestic product,
down to, by the year 2014, 15 years from now, 7 percent. I think
that, in and of itself, will have a great deal of impact in terms of
what the second panel will be talking about in terms of increasing
economic growth in the United States. Alan Greenspan referred to
that as well.

I was very happy to hear and read in the New York Times last
Thursday that Mr. Shaw is working on a Social Security plan him-
self. I think what we really need now, after 30 days of the Presi-
dent’s plan being out there, is a comparison. I think once we see
the comparisons between the various plans on both sides of the
aisle, including Mr. Feldstein’s plan, which doesn’t have any co-
sponsors, or a sponsor yet, even though people keep talking about
it, we will be in a better position to evaluate exactly what plan
should be the retirement program for Americans in the future.

But let me conclude by making another observation. It would pig-
gyback onto what the Chairman has said. That is, we appreciate
his cooperative attitude. We think the only way we are going to
solve this problem is by working together. We think the President
has come up with a strong framework for solving Social Security
for the next 55 years, until 2055. We need obviously an additional
20 years to make it up to 2075. We want to work in a bipartisan
fashion in order to try to achieve that.

It is my hope that within the next 4, 5, 6 months, before the end
of this year, before the next Presidential and congressional election,
we are going to be able to come up with a solution to this very,
very difficult problem.

Thank you, Mr. Chairman.

Chairman ARCHER. Without objection, each Member may insert
written statements in the record at this point.

[The opening statement of Mr. Ramstad follows:]

Statement of Hon. Jim Ramstad, a Representative in Congress from the
State of Minnesota

Mr. Chairman, thank you for calling this important hearing to review the Presi-
dent’s Social Security framework.
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I am hopeful that we can discuss, in a bipartisan, pragmatic way, how to truly
restructure the system to make it financially solvent for the future. That’s why I
applaud the President’s attention to this issue, as it is important that the President
help us engage the American public on how best to preserve, protect and strengthen
their retirement safety net.

Having said this, however, I must once again express my concern about the Presi-
dent’s proposal and the fact that it does nothing to ensure the long-term solvency
of the system. As my predecessor and friend, the Honorable Bill Frenzel will testify
today, the President’s framework consists of a curious budgetary scheme to make
the Trust Fund accounts look safe.

These budgetary transfers, however, do not create new resources. They do not af-
fect debt held by the public. They would, however, increase gross debt and cause
the debt to exceed the statutory debt limit ceiling.

Mr. Chairman, my constituents expect more from us than budgetary magic. They
want real improvements to be made so Social Security is operating as promised for
current and future beneficiaries. They also do not want taxes raised or benefits cut.
Most importantly, they believe financial soundness is paramount in the design of
any new system.

These are my guiding principles too, and I look forward to learning more today
from our witnesses about those elements within the President’s framework that sup-
port these important goals.

—

Chairman ARCHER. The Chair is pleased to have with us today
Hon. Jacob Lew, who is the Director of OMB, and Hon. Kenneth
Apfel, Commissioner of the Social Security Administration.

Welcome, gentlemen.

The Chair would like to recognize Mr. Lew to lead off. We would
be pleased to receive your testimony.

STATEMENT OF HON. JACOB J. LEW, DIRECTOR, OFFICE OF
MANAGEMENT AND BUDGET

Mr. LEw. Thank you very much, Mr. Chairman, and Members of
the Committee. It is a pleasure to appear here this afternoon to
present the President’s economic program.

We really have to begin by looking at where we are in the econ-
omy. The results of the fiscal policy over the last 6 years are truly
remarkable. When the President took office 6 years ago, we were
looking at deficits that were projected to grow to $600 or $700 bil-
lion a year. Now we are looking at surpluses of hundreds of billions
of dollars a year in the foreseeable future. It is a remarkable turn-
around. It gives us a very special opportunity today to be dis-
cussing what to do with the surplus.

It is important to remember that the threat was not turned back
by accident. It took very difficult policy decisions in 1993 and 1997
in order to get to where we are now in 1999. For the first time in
29 years, we have balanced the budget. We did it by making hard
decisions. Now we have to be very careful in how we pave a way
to the future, a world of surpluses.

The economic benefits that go along with the deficit reduction
have been profound. They are profound in terms of economic
growth, and they are profound in terms of the well-being of Amer-
ica’s families, with unemployment at 30-year lows, and interest
rates at 30-year lows. It is important to note that the economic
well-being is reflected in what are for most families the lowest tax
rates in decades.
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The 2000 budget is a defining moment. After two decades of talk-
ing about fiscal discipline, we now have fiscal discipline. Just as
the surpluses are appearing, it is very important for us not to turn
back to the old ways of spending and cutting taxes first, and asking
later about the consequences. Our challenge is to use the surplus
prudently.

We are looking today at surpluses of $4.8 trillion over the next
15 years. The President’s policy would devote more than three-
fourths of the surpluses to reducing the Nation’s publicly held debt,
and transferring assets to Social Security and Medicare in order to
extend the life of the Social Security Trust Funds. He would also
put 12 percent of the surplus into USA Accounts, a tax cut that is
designed to encourage savings for personal retirement.

It is important for four reasons to have a policy that promotes
national savings the way this policy does. First, when we increase
the national savings rate, we are going to produce higher produc-
tivity and more economic growth. Second, as we reduce the publicly
held debt, we reduce the interest on the publicly held debt. That
means less interest payments going out of the government, more
dollars within the government for purposes including financing So-
cial Security benefits.

Third, it puts the country in a better fiscal position, which means
that if things don’t go as well as expected, we are in a better posi-
tion to respond. We have the ability to make decisions whether it
is to reduce spending or in some cases to borrow without the bur-
den of inherited debt weighing on our shoulders. Finally, it im-
proves the retirement security of all Americans.

The structure of the President’s framework is very clear. It is
consistent with the State of the Union last year and his budget and
State of the Union this year. We need to save Social Security first.
A statement of good intentions is not enough. I very much appre-
ciate the Chairman’s constructive comments opening this hearing.
We look forward to working together to solve this problem. But it
is important that we actually fix Social Security, and after we fix
Social Security, move on to allocate the surplus in other ways.

The President’s policy calls for bipartisan Social Security reform
this year. The President has committed 62 percent of our projected
budget surpluses to Social Security. This, together with investing
a portion of the surplus in equities, will extend the trust funds to
2055. We are gratified that many in Congress have accepted this
principle. We need to work together on the other reforms that will
be necessary to get to the traditional 75-year solvency, and also ad-
dress other problems that the President identified in the State of
the Union, including very high poverty rates amongst elderly wid-
ows, and the need to address the earnings limit. But that is not
coming from an allocation of the surplus. Those would be as part
of a bipartisan discussion of additional measures needed for Social
Security reform.

Only after we address Social Security reform do we move on to
putting 15 percent of the surplus into Medicare, 12 percent into
USA Accounts, and the remaining 11 percent for discretionary pri-
orities, in particular, national defense and education.

The President’s framework will extend trust fund solvency. After
the trust fund is credited for its own receipts, exactly as it is under
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current law, a substantial unified budget surplus will remain. As
has been noted many times, that surplus can only be used once. It
can be used for a tax cut. It can be used for spending. Or it can
be used to make deposits into the trust fund. That is what the
President has proposed, that we credit the trust fund in the form
of Treasury securities for an additional amount that will extend the
life of the trust fund under our projections to 2055.

At the same time, the President’s proposal will dramatically re-
duce publicly held debt. At the end of 1999, the current estimate
of balances in the Old Age and Survivors, and Disability Insurance
Trust Funds is about $850 billion. Through 2014, we estimate that
additional contributions to the trust funds under current law, in-
cluding interest, will total $2.7 trillion. The President’s program
would contribute an additional $2.8 trillion to the trust funds over
the next 15 years.

Taking into account additional interest earnings, that would
leave a balance in the trust funds of more than $7 trillion, instead
of approximately $3.5 trillion under current law. It is that addi-
tional deposit into the trust funds that will enable us to extend the
life of the trust funds. We reduce the debt borrowed from the pub-
lic, and deposit an equal amount in the trust funds. Interest pay-
ments will go to the trust funds as opposed to the holders of pri-
vate debt. That means that the payments of interest will go to pay-
ing Social Security benefits, not just interest payments to banks,
individuals, and others who own Treasury securities.

The economic benefits of the President’s plan we think are very
clear. Rather than put it in our words, I would like to quote, if I
could, from a report that Merrill Lynch recently put out to its in-
vestors. They said, “Allocating a portion of budget surpluses to debt
reduction, as the President proposes, is a conservative strategy that
makes sense. Reduced debt will result in increased national sav-
ings, lower interest rates, and stronger long-term economic growth
than would otherwise be the case.” That really is the heart of the
economic argument behind the President’s plan.

The President believes that we must put money aside to meet
our current obligations before we incur any new obligations. The
President’s program does that by retiring debt and accumulating
assets toward the Social Security commitments that we already
have.

Many have asked technical questions about the current Social
Security financing system, and the effect of the President’s frame-
work on budget accounting. The President’s proposals are new poli-
cies that are designed to address new circumstances and new pub-
lic needs. But sound accounting principles explain these policies.
The unified budget surplus provides the best standard for assessing
the fiscal impact of general fund transfers to Social Security.

As OMB, CBO, and others have long noted, the unified budget
is really the most comprehensive and accurate measure of the gov-
ernment’s burden or role in the economy. To quote from CBO’s
most recent economic outlook, “Most economists, policymakers and
participants in credit markets look at total budget figures, includ-
ing Social Security when they seek to gage the government’s role
in the economy and its drain on credit resources.”
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The shortcomings of focusing on the on-budget results can be il-
lustrated by contrasting the administration’s proposed transfers to
Social Security with proposals for tax cuts of the same magnitude.
These policies may appear similar, but in fact, the tax cut would
increase publicly held debt and reduce national savings, thereby
hindering the Nation’s ability to meet future fiscal challenges of So-
cial Security and Medicare. In contrast, the President’s proposal
would reduce publicly held debt and extend trust fund solvency.

There is a similar comparison in the discussions between debt
held by the public and the Nation’s gross debt, or the closely re-
lated subject of the debt subject to limit. Gross debt in the broadest
terms includes debt held by the public, plus the debt held by gov-
ernment agencies. Such debt is owed by one part of the government
to another, and financial market analysts have long believed that
the economy is not affected by the amounts of agency-held debt.
Such debt does not influence interest rates, future business invest-
ment, or future rates of economic growth.

If gross debt increases because of policies that drive up the Na-
tion’s unified budget deficit and our publicly held debt, this would
in fact signal an adverse impact on the economy. However, if as
under the President’s plan, gross debt increases while the debt held
by the public decreases, the effect on the economy will be favorable
and nonadverse.

I would note that just this morning, Chairman Greenspan testi-
fying at the Banking Committee reiterated that the measure that
really indicates the impact of the trust funds on the economy is
debt held by the public.

Many of the comments that have been made about the account-
ing issues relating to the President’s framework really relate to the
basic question of whether or not one can advance fund Social Secu-
rity. As we go through the discussion this afternoon, I hope we can
note that the 1983 Social Security amendments that were written
in this room really rely on the same principles of trust fund financ-
ing that the President’s plan relies on. The President’s plan says
we should keep the commitments made in 1983, and make similar
commitments with these transfers.

I would like to, if I could conclude, perhaps put the President’s
plan in a framework that most families tend to think about when
considering these kinds of financial matters. If we think about a
family that has an 8-year-old child, and you are beginning to plan
for college, you know it is going to be expensive. The first thing you
do is try to put your family’s financial house in order. You struggle
and you put your house in order. But you still know that it is going
to be tough to pay for college because it is going to exceed your in-
come on a current basis, and you are going to need to save.

You begin to prepare by reducing your debt, if you can. You pay
down your credit card bills. You don’t incur new debts. What does
that do for you? It means that you won’t have to make large pay-
ments on the debt that you owe, and you will have more cash avail-
able to pay those tuition bills.

Second, you put some money aside. You put it into equities if you
can. You put it into bonds, if you can. You try to have a prudent
balanced package of investments so that you will have some sav-
ings to draw on.
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But the real goal, is to try to improve your ability to put as much
of your income as possible into paying the bills when they come
due for college. If instead of planning for college you were to take
out a long-term loan to buy a boat that you have always wanted
to have, you know that you are going to have bills to pay back that
loan. You know you are going to have expenses to support that pur-
chase. You know that it doesn’t all add up.

By analogy we are saying now is the time to buy down our debt.
Now is the time to look ahead and make sure that our income,
when we get out to the point when we have to pay back these
bonds, can be sufficient to pay back the bonds that we owe to the
Social Security Trust Funds now and the bonds that we are pro-
posing to put into the trust funds.

We know that based on our current forecast, there are surpluses
for the foreseeable future. If we make the right fiscal policy deci-
sions today, we know that we will put our house in order, just like
the American family tries to put its house in order.

Mr. Chairman, thank you very much. I appreciate the chance to
go through this summary of the President’s plan, and I would be
delighted to answer any questions that you have.

[The prepared statement follows:]

Statement of Hon. Jacob J. Lew, Director, Office of Management and
Budget

One year ago, President Clinton set the course of the Nation’s budget policy with
his charge to “Save Social Security First.” The President recognized that we were
entering a new era as we left behind the decades of large budget deficits. He was
building the foundation for budgeting in this new era of surpluses.

FiscAL PROGRESS HAS PRODUCED A STRONG EcoNOMY

The year 1998 was one of the most extraordinary in modern U.S. economic his-
tory. We enjoyed the first budget surplus in 29 years—the largest ever in dollar
terms, the largest as a percentage of the economy in more than 40 years. And this
budget surplus was not the result of a temporary wartime policy, as was the last
surplus in 1969. We will have a budget surplus again in the ongoing fiscal year—
at an estimated $79 billion, larger than last year’'s—which will mark the first back-
to-back surpluses in more than 40 years. The President’s budget for fiscal year 2000
proposes a third consecutive surplus—the first time that will have happened in half
a century. And our 1998 budget surplus was the sixth consecutive year of improve-
ment in the U.S. fiscal position—the first time that has happened in American his-
tory.

The private sector is the key to economic progress, but we have clearly seen in
the decade immediately past that the Federal Government can either hinder or pro-
mote economic progress. If the Federal budget deficit is high, so that the cost of cap-
ital is driven up and the financial future is uncertain, the private sector cannot
yield the progress of which it is otherwise capable. But if, instead, the Federal Gov-
ernment declares its intentions of responsible fiscal behavior, and lives by those in-
tentions—and if the Federal Government supplies the public investments that
America needs—then the economy is free to prosper. This is the path that this Ad-
ministration has taken.

In 1998, we reaped the fruits of five years of fiscal responsibility. After the best
sustained growth of business investment since the 1960s, the U.S. economy fueled
that decades-absent budget surplus. And the economy itself defied the pundits, stay-
ing on a pace of solid, above-trend expansion, in the face of an international finan-
cial disruption that broke the stride of most other economies around the world. Un-
employment and inflation both hit three-decade lows, with the lowest unemploy-
ment rates for African Americans and Hispanics in the history of those statistics;
real wages continued to grow after more than a decade of stagnation, and a record
percentage of adult Americans worked in those higher-paying jobs; the percentage
of Americans on welfare fell to a 30-year low; the 10-year Treasury bond rate
reached its lowest level in 30 years; and a higher percentage of Americans attained
home ownership than at any time in our history.
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The President deserves a great deal of credit for the virtuous economic cycle that
we now enjoy. The announcement of a firm intention of fiscal responsibility in 1993
was greeted by a continued reduction of interest rates, which helped to trigger the
investment boom that has proved central to sustained strong, non-inflationary eco-
nomic growth. The two other pillars of the President’s policy—investing in our peo-
ple and our technology, and opening foreign markets to U.S. exports—complete this
winning economic strategy.

THE 2000 BUDGET IS A DEFINING MOMENT

This extraordinary budget-and-economic performance—with the budget setting
historical standards and the resilience of the economy setting global standards—
tells us something. It tells us that we have developed a winning economic policy and
that we must not turn back. We must not discard the economic philosophy that got
us here, to this confluence of economic indicators that all sides now agree is the best
in modern memory.

So in one sense, our budget policy now clearly should be built on continuity. We
have achieved a sustained fiscal improvement, and we should continue to sustain
that improvement. We have an economy that achieved a record sustained peacetime
expansion, and we should continue to sustain that expansion.

But in another sense, we have stepped into a new world. Where our budget used
to be written in red—for so many years that people came to take it for granted—
now we are in the black. And this change has tempted some to throw away all of
the policy principles that got us here.

For two decades now, there has been much discussion about fiscal discipline, re-
straint, and deficit reduction. Since 1993, we have taken action; and far beyond the
expectations of even the most optimistic, we now have budget surpluses as far as
the eye can see. But now, as the first surpluses appear, it is important that we not
revert to the practice of cutting taxes and raising spending first, and thinking about
the fiscal consequences later.

As the President suggested in his State of the Union address in January, this is
a moment that will do much to determine the character of our country at the end
of the next century. We can build and strengthen the fiscal foundation that first
arose in these last few years. Or we can sweep it away, before it is firm and strong,
and set our economy to foundering again. The choice is clear and the President is
determined to pursue a balanced program of fiscal discipline and prudent invest-
ment for the future. This budget charts that course into an era of surplus.

F1scAL PoLicy SINCE 1993 WAS PIvOTAL TO OUR CURRENT GOOD FORTUNE

To see why fiscal responsibility matters, consider where this Administration start-
ed six years ago. In 1992, the budget deficit was $290 billion, the largest in the Na-
tion’s history. Between 1980 and 1992, the debt held by the public, the sum of all
past unified budget deficits, quadrupled; it doubled as a share of our Nation’s pro-
duction, or GDP—from about 25 percent to about 50 percent.

These adverse trends showed every sign of accelerating. Both CBO and OMB pro-
jected that, without changes of budget policy, growing deficits would add to the Na-
tion’s debt, and growing debt service costs would add, in turn, to the Nation’s defi-
cits. OMB forecast the 1998 deficit, in the absence of policy change, at $390 billion,
or 5.0 percent of GDP; by 2003, we expected the deficit to be $639 billion, or 6.6
percent of GDP. And there was nothing in the forecast to indicate that this expo-
nential trend would stop.

This threat was not turned back by accident. It required tough policy choices,
which the Administration and the Congress took in 1993 and 1997. The President’s
initial economic program cut spending and increased revenues in equal amounts.
Since that time, deficit reduction (and ultimately surplus increase) has more than
doubled the estimates for the President’s plan—instead of the projected cumulative
$505 billion, deficits have fallen by $1.2 trillion. That is $1.2 trillion less in debt
that the American taxpayer must service—forever.

And this deficit reduction has come as much from lower spending as from higher
revenues. Spending has declined to its smallest share of the GDP in a quarter of
a century. And thanks to the strong economy, receipts have grown beyond expecta-
tions, even though the tax burden on individual families is lower than it has been
for about a quarter century:

» The typical family of four—with the median family income of $54,900—will pay
a lower share of its income in income and payroll taxes this year than at any time
in 23 years. Its income tax payment considered alone will be the lowest share of
income since 1966.
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* A family with an income at one-half of the median level, $27,450, will pay the
lowest share of its income in income and payroll taxes since 1965. Its income tax
bill will be negative; it will receive money back because of the earned income tax
credit. That was never the case before 1998.

» Even a family at twice the median income level, $109,800, will pay less in in-
come tax as a percentage of income than at any time since 1973.

Receipts have risen as a percentage of GDP not because of a heavier tax burden
on typical individual families, but rather because of the extraordinary growth of in-
comes of comparatively affluent Americans (including capital gains and stock op-
tions that are not included in measured GDP); and because of the rapid growth of
corporate profits.

The historic bipartisan balanced budget agreement of 1997 has reinforced expecta-
tions of Federal fiscal responsibility. This has had a favorable effect on interest
rates, and the economy at large.

In the last six years, we have enjoyed an extraordinary economic performance be-
cause our fiscal policy was responsible and sound. If we want to continue to enjoy
such strong economic performance, we must continue our sound fiscal policy. As the
experience of the last 20 years clearly shows, budget problems are very easy to
begin, and very hard to end.

Reducing debt burden is as important to the Nation as it would be to a family.
The Nation must service its debt. If we gratify ourselves today by collecting taxes
insufficient to cover our spending, and accumulate debt, our children and our grand-
children will have to service that debt. If, instead, we reduce our debt, our children
and our grandchildren will be freed of the obligation to tax themselves more heavily
in the future just to pay the interest on the debt they inherited from us as our leg-
acy.

The President’s proposal will fully reverse the buildup of debt of the 1980s—and
then go further. By 2014, the end of the 15-year horizon of the President’s program,
the combined effects of the President’s commitments to Social Security and Medicare
will reduce the Nation’s debt burden to an estimated seven percent of GDP. This
will be the lowest ratio of debt to income that the Nation has enjoyed since before
it entered World War I. And as most experts would tell us, this will be one of the
greatest gifts that we could ever give our children, as we exercise our fiscal steward-
ship of these United States.

The President’s policy would devote more than three-fourths of future budget sur-
pluses to reducing the Nation’s debt and accumulating assets through contributions
to Social Security and Medicare; and would dedicate another 12 percent to house-
hold savings through Universal Savings Accounts. This is important to our economic
performance for four basic reasons: First, it increases the Nation’s savings rate,
which is critical to productivity gains and economic growth. Second, it reduces the
debt. Third, it improves the fiscal position of the country, and puts it on a stronger
footing for whatever uncertainties might arise. And finally, it improves the retire-
ment security of all Americans.

THE CURRENT CHALLENGE IS TO USE THE SURPLUS PRUDENTLY

In 1993, we faced the challenge of eliminating projected budget deficits of $4.3
trillion over ten years. Today we face the enormous opportunity of projected sur-
pluses of more than $4.8 trillion over the next 15 years. The challenge is to use this
surplus prudently—to maintain our strong economic and budgetary performance.

We must save Social Security first. A statement of good intentions is not good
enough for the millions of Americans, retired and working today, who rely on Social
Security for their retirement security—and for protection for their families against
disability and premature death. From the beginning, this Administration has kept
its eyes on the future, and taken policies that would benefit the Nation for genera-
tions to come. It has paid off. Saving Social Security first is precisely such a future-
oriented policy.

The President’s FY 2000 budget—symbolically, as well as financially, “in the
black”—continues firmly on that successful path. The budget maps a course for the
Federal Government after Social Security is reformed—and makes its own policy
recommendations for the beginning of the bipartisan Social Security reform process
that the President inaugurated last year. But the budget also draws a line that this
Administration will not pass without Social Security reform.

Thus, the FY 2000 budget is fully paid for within the existing budget law. Just
as in every previous year, the President has specified his own priority initiatives,
but has paid for all of them—Iline by line, dime by dime—with savings from else-
where in the budget. The budget proposes a framework for allocating the surplus
to meet national objectives if Social Security is reformed.
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The President’s policy calls for a bipartisan Social Security reform, this year. The
President has already committed 62 percent of our projected budget surpluses—
enough to extend Social Security’s solvency almost an extra quarter century, to
2055. We hope that this will launch a bipartisan process to address long-term Social
Security solvency. We are gratified that several leaders from the Congress have al-
ready accepted this principle and hope that both parties, the President and the Con-
gress, can follow through on this commitment and achieve sufficient additional re-
forms to extend the solvency of the trust fund at least through the traditional 75-
year actuarial horizon.

If we achieve that objective, the budget makes further commitments of the sur-
plus to priority National objectives in the future. The President proposes to dedicate
15 percent of the surplus to extending the solvency of the Medicare trust fund. This
is a key element of the President’s program, because the financial security of Medi-
care will be threatened even sooner than that of Social Security. In 1997, the Presi-
dent and the Congress, acting together, made Medicare financially sound through
2010. The President’s 2000 budget would extend that lifetime ten years further, to
2020. We see the commitment of the surplus as a vital step to facilitate an environ-
ment in which a bipartisan effort—including the current Medicare Commission—can
go even farther; with the time horizon so short, even after the contribution of 15
percent of the surplus, we cannot delay Medicare reform. As the President stated,
he wants to consider, as a part of this reform process, expanding Medicare coverage
to include prescription drugs.

The President also proposes using 12 percent of the surplus to finance his new
Universal Savings Accounts—“USAs”—a tax cut which would provide seed money
plus matching contributions for individual accounts. The matching contributions will
provide a substantial inducement for low-and moderate-wage workers. The goal is
for all Americans to see the rewards of saving building up in these USAs—and with
this introduction to the power of compound interest, to begin to save further on their
own. The President believes that this program, with its Government seed contribu-
tion, has the potential to reach even those who have failed to respond to the gen-
erous subsidies in the current-law Individual Retirement Accounts (IRAs).

The President wants a fiscally responsible tax cut. He believes that the USA is
the right kind of tax cut—targeted toward the future, and helping the many Amer-
ican families who have the most difficulty saving for their retirement. It strengthens
perhaps the most neglected of the figurative three legs of the retirement stool—per-
sonal saving, to stand alongside Social Security and employer pension plans—and
for the many who have no employer plan, this initiative may be crucial. Most impor-
tantly, it is part of a plan that fixes Social Security first.

Finally, the budget proposes that the remaining 11 percent of the surplus be dedi-
i:lateldh to other important priorities—including education, National security, and

ealth care.

THE PRESIDENT’'S FRAMEWORK WILL EXTEND TRUST FUND SOLVENCY

The President’s contribution of the surplus to Social Security will use many of the
existing financial management tools of the Federal Government. It will be in addi-
tion to the accumulation in the Social Security trust fund that would occur with no
change in the current law.

After the trust fund is credited for all of its own receipts, exactly as in current
law, the Treasury will be left with the unified budget surplus. Each dollar of that
unified surplus can be used only once—for cutting taxes, increasing spending, or
buying down the debt. The President has brought the debate right to the point:
What should we do with that surplus? Or to put it another way: If we were to look
back fifteen years from now, or at the end of the next century—what would we want
to be able to say that we had accomplished with this opportunity? The President
wants to leave a legacy of building for the future: saving Social Security and Medi-
care; encouraging Americans to save for their own futures, build wealth, and pre-
pare for retirement; investing in education; ensuring our National security; and
making other key investments.

So the President started by committing 62 percent of the surplus to save Social
Security first. Most of the share committed by the President to Social Security will
be used to buy down the publicly held Federal debt through the periodic debt
refundings of the Treasury Department, in exactly the same way as debt was retired
last year. That same amount will be credited to the Social Security Trust Fund, in
the form of Treasury securities. This same procedure will be followed for the Presi-
dent’s contribution to the Medicare trust fund.

This commitment will significantly extend Social Security solvency. At the end of
1999, the currently estimated combined balances of the OASDI trust funds is about
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$850 billion. Through 2014, we estimate that additional contributions to the trust
funds under the current law, including interest, will total about $2.7 trillion, leaving
a total balance of about $3.5 trillion. The President’s program would contribute an
additional $2.8 trillion to the trust funds over the next 15 years. Taking into ac-
count additional interest earnings, that would leave a balance in the trust funds of
more than $7 trillion—instead of the approximately $3.5 trillion under the current
law. The President’s program will more than double the balances in the trust funds
over the next 15 years. (This does not account for the anticipated higher earnings
on the portion of the surplus invested in corporate equities.)

Because the President’s plan will reduce the public debt, the total obligations of
the Federal Government will not increase. We are already committed to paying ben-
efits beyond 2032, when the trust fund is now expected to be exhausted. The Presi-
dent’s proposal would reduce the debt borrowed from the public, and deposit assets
of an equal amount in the Social Security trust fund. Interest payments will go to
the trust fund, to cover future Social Security benefits, rather than to banks, indi-
viduals and other investors in Government bonds.

A small portion of the President’s commitment to Social Security (21 percent of
the commitment) will take the form of holdings of corporate stock. Because the Fed-
eral Government will need that amount of the cash surplus to purchase the shares,
this contribution will not reduce the public debt. However, it will improve the Fed-
eral Government’s implicit balance sheet—to the same degree, but in a different
way. While the reduction of debt will reduce the Federal Government’s liabilities,
the corporate shares will increase the Federal Government’s assets. The salutary ef-
fect on the Government’s balance sheet will be the same, but it will appear on the
other side of the balance sheet. Furthermore, this amount will add to national sav-
ings, just as it would if it were used to buy down debt.

Thus, the President’s policy in no way increases the total obligations of the Fed-
eral Government. In fact, by retiring part of the public debt, it strengthens our econ-
omy in exactly the same way that reducing the budget deficit, and avoiding the ac-
cumulation of debt, has helped the economy over the last six years. The President’s
program does shift the Federal Government’s commitments o Social Security, how-
ever, and in that way improves Social Security’s solvency for the next century. This
will give Social Security a first call on the economic benefits associated with long-
term reductions in publicly held debt. In a recent report, Merrill Lynch noted:

Allocating a portion of budget surpluses to debt reduction, as the Presi-
dent proposes, is a conservative strategy that makes sense. Reduced debt
will result in increased national savings, lower interest rates, and stronger
long-term economic growth than would otherwise be the case. (Merrill
Lynch, Assessing the Investment Climate: Focus on Washington, 10 Feb-
ruary 1999.)

The President believes that budgeting in an era of surpluses requires a focus firm-
ly on the future. We must put money aside against our current obligations before
we incur any new obligations. The President’s program does that, by retiring debt
ﬁnd accumulating assets against the Social Security commitments that we already

ave.

ACCOUNTING FOR SOUND PoLICY

There are some further, highly technical questions that one might ask about the
effect of the President’s framework on budget accounting, and on the presentation
in the budget documents in the coming years. These questions are issues of detail,
and have no bearing on the substance of the President’s proposals, and on their ef-
fect on the economy and the nation broadly. The President’s proposals are new poli-
cies that are designed to address new circumstances and new public needs, but
sound accounting principles can explain these policies.

The unified budget surplus provides the best and most meaningful standard for
assessing the fiscal impact of general fund transfers to Social Security. The unified
budget is a comprehensive measure of the fiscal activities of the Federal Govern-
ment, and the surplus or deficit in the unified budget is the best indication of the
Government’s demands in the private credit market. As OMB, CBO, and others
have long noted, the unified budget is a comprehensive measure of the fiscal activi-
ties of the Federal Government, and the surplus or deficit in the unified budget is
the best indication of the Government’s demands in the private credit market.

. . .most economists, policymakers, and participants in credit markets
look at the total budget figures, including Social Security, when they seek
to gauge the government’s role in the economy and its drain on credit re-



15

sources. (CBO, The Economic and Budget Outlook: Fiscal Years 2000-2009,
January 1999, p. 34.)

The shortcomings of focusing on the on-budget results can be illustrated by con-
trasting the Administration’s proposed transfers to Social Security with alternative
proposals for tax cuts that would reduce receipts by the amount of the on-budget
surplus. While a dollar of tax cuts and a dollar transferred to Social Security would
seem numerically equivalent and equally fiscally responsible, the dollar of tax cuts
would increase publicly held debt and reduce national saving, thereby hindering the
nation’s ability to meet the future fiscal challenges of Social Security and Medicare.
In contrast, the dollar of transfers would allow the debt reduction to take place.

There is a similar, and analogous, comparison between discussions of the debt
held by the public, on the one hand, and the nation’s gross debt (or the closely re-
lated debt subject to limit), on the other. Gross debt, in the broadest terms, includes
debt held by the public plus debt owned by Government agencies (such as the Treas-
ury securities held by the Social Security trust fund). Such debt is owed by one part
of the Government to another. It does not therefore in any way reduce the Federal
Government’s ability to meet its obligations to actors in the economy at large. Fi-
nancial market analysts have long believed that the economy is not affected by the
amounts of agency-held debt; such debt does not influence interest rates, and thus
does not influence the cost of capital to American businesses. Therefore, future busi-
ness investment, and hence future rates of economic growth, will be driven by
changes in debt held by the public, rather than in gross debt. Policies that reduce
debt held by the public are thus far more important than changes in gross debt.

Of course, a policy that increases debt held by the public will also, all else equal,
increase gross debt dollar for dollar. Accordingly, changes in gross debt are not irrel-
evant, but it is essential to consider why gross debt changes. If gross debt increases
because of policies that increase the nation’s budget deficit and publicly held debt,
then that change does signal an adverse impact on the economy. However, if, as
under the President’s Social Security framework, gross debt increases while debt
held by the public declines, the effect on the economy will be favorable, not adverse.
It may be worth noting that the President’s framework, in buying down the publicly
held debt and increasing the assets in the Social Security trust fund, would have
exactly the same qualitative economic effects as the bipartisan and now universally
hailed Social Security Act Amendments of 1983.

WE HAVE AN HISTORIC OPPORTUNITY FOR LONG-TERM PROSPERITY IF WE RISE TO THE
MOMENT

There is much to be proud of in America today. By balancing the budget, we have
not just put our fiscal house in order; we have left behind an era in which the budg-
et deficit, as the President said recently, “came to symbolize what was amiss with
the way we were dealing with changes in the world.” Today we have risen to the
challenge of change—by preparing our people through education and training to
compete in the global economy, by funding the research that will lead to the techno-
logical tools of the next generation, by helping working parents balance the twin de-
mands of work and family, and by providing investment to our distressed commu-
nities to bridge the opportunity gap.

If the deficit once loomed over us as a symbol of what was wrong, our balanced
budget is proof that we can set things right. Not only do we have well-deserved con-
fidence, we have hard-earned resources with which to enter the next century.

As the President said, what we do now—after having balanced the budget—will
shape the character of the next century. We can build upon our newfound firm eco-
nomic foundation; or we can squander it.

The President has brought the debate right to the point: What should we do with
the surplus? Or to put it another way: If we were to look back fifteen years from
now, or at the end of the next century—what would we want to be able to say that
we had accomplished with this opportunity?

The President wants to leave a legacy of building for the future: saving Social Se-
curity and Medicare; encouraging Americans to save for their own futures, build
wealth, and prepare for retirement; investing in education; ensuring our National
security; and making other key investments.

There is no more pressing issue facing us as a nation than the need to guarantee
that Social Security will be there for generations to come. And there is no better
time to act than now while the system is still strong. This is truly an exceptional
moment in America—the economy is prosperous, the budget is in balance, and the
President’s commitment to national dialogue has created conditions for constructive
action. We must seize this moment.
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Chairman ARCHER. Thank you, Mr. Lew.

We have just received notice that there are votes on the floor.
There I understand will be more than one vote. The Chair would
like the Committee to stand in recess until we have voted and re-
turned as quickly as possible after the vote.

I apologize to our witnesses, but we have no control.

The Committee will stand in recess.

[Recess.]

Chairman ARCHER. The Committee will come to order, what
there is of it.

Commissioner Apfel, welcome to the Committee. The Chair
would encourage you to limit your verbal comments to 5 minutes,
if you will. Your entire written statement, without objection, will
be printed in the record. We are glad to have you here. You may
proceed.

STATEMENT OF HON. KENNETH S. APFEL, COMMISSIONER,
SOCIAL SECURITY ADMINISTRATION

Mr. AprEL. Thank you, Mr. Chairman, and Member staffs, if
there are no other Members present right now. [Laughter.]

The challenging situation that we face right now is very major.
It is going to dominate the debate over the course of the next year.
I believe there is no greater need than addressing the long-range
Social Security and Medicare issues that are now before this Com-
mittee.

Over the course of the past year, Mr. Chairman, thousands of
Americans in forums, in townhall meetings across the country,
have made clear to me that they believe that this vital program is
really irreplaceable. They understand just how important Social Se-
curity is for older Americans, for people with disabilities, for fami-
lies who have lost a spouse and a parent. Since the creation of a
Social Security program in 1935, it has become part of the fabric
of the American life. In my opinion, it is the most successful domes-
tic program in our Nation’s history, and our most important anti-
poverty program.

Today, only 11 percent of older Americans have income below the
poverty line. But without Social Security, about half of those bene-
ficiaries would be living in poverty. Social Security is more than a
retirement program, however. It is America’s family protection pro-
gram. About a third of our beneficiaries are not retirees. They are
severely disabled workers and their families, or the surviving fam-
ily members of workers. All of these people are able to live fuller
and more independent lives than they could if Social Security were
not there for them.

But today, this critically important program faces serious long-
range financing issues based on major demographic challenges that
we face in the future. Since my written statement goes into this I
am not going to spend the time to go through it here.

If we take remedial action now when there is no crisis, we can
prevent a crisis from ever occurring. I sincerely believe that we owe
it to our children and our grandchildren to resolve these issues on
our watch. If we were to delay action for a generation, the size of



17

the financing problem would double. As you know, this is the first
time in a generation when our fiscal position enables us to take ac-
tion. Federal budget surpluses, which could not have been imag-
ined at the beginning of this decade, are now projected for many
years into the next century. We need to use this opportunity wise-
ly.
The President believes, and I wholeheartedly agree, that we
should use the budget surpluses to advance fund more of the Na-
tion’s Social Security system. The government should set aside cur-
rent resources to meet future obligations, and do this as our first
priority. I believe that President Clinton’s plan, consisting of the
three actions outlined by Director Lew will do just that—the trans-
fer of surpluses, the equity transfers, and, third, achieving bipar-
tisan action on the hard choices that must be made to ensure long-
range solvency.

I strongly believe, Mr. Chairman, that we need all three parts of
the President’s framework to achieve long-term solvency and sta-
bility of the Social Security system. The President’s first two pro-
posals would resolve more than half of the long-range funding prob-
lem that Social Security now faces, and would extend program sol-
vency through 2055. By paying down the publicly held debt, the
President’s plan will ensure that the country will have the re-
sources to pay Social Security benefits until the middle of the next
century. Lower interest costs and higher growth will make it pos-
sible for the Social Security Trust Funds to redeem bonds without
creating pressure on other government programs. Indeed, OMB cal-
culations indicate that the decline in government interest pay-
ments will provide sufficient resources so that the combined gov-
ernment expenditures on interest and Social Security benefits will
be below current levels, as a share of the economy for many dec-
ades into the future.

Bipartisan action can assure solvency for at least 75 years, which
I think is centrally important. The President has also said that a
comprehensive reform package must include provisions to reduce
poverty among elderly women. The poverty rates for elderly women
who live alone are significantly higher than those of the general
population. It is essential that we work together to ensure that
they have the best protection that society can offer.

I would also note here that the President has proposed elimi-
nating the annual retirement earnings test, and he has called for
the creation of Universal Savings Accounts (USA’s) separate from
Social Security. We have always told the American people that
while Social Security is a solid and dependable foundation for re-
tirement planning, they also need employer pensions and personal
savings to enjoy a comfortable retirement. The USA Accounts can
help every American worker build the wealth they need to finance
longer lifespans.

In conclusion, Mr. Chairman, I believe that as we discuss the
critical macroeconomic issues involved in ensuring long-range So-
cial Security financing, we should remember that the American
public has a different focus. Their concerns are with kitchen table
economics, and the questions of providing for a family’s own big
ticket budget items, education, health care, and retirement.
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In each of these areas, the American people have looked to their
government for help. That is why most Americans do not consider
Social Security just another government program, or just another
budget item. It is a financial foundation for American families.

Today we have a remarkable window of opportunity to preserve
and strengthen that foundation. Paying down the publicly held
debt, transferring a portion of the projected budget surpluses to the
trust funds, and equity investments, increase the likelihood of real
reforms I believe these actions will prepare us for the long-term de-
mographic challenges that we face.

I look forward to working with this Committee in the future on
this very important endeavor. Thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of Hon. Kenneth S. Apfel, Commissioner, Social Security
Administration

Good morning, Mr. Chairman and Members of the Committee. I appreciate the
opportunity to appear before you today to discuss the President’s plan to strengthen
Social Security. I believe that assuring the future financing of Social Security and
Medicare is the most important domestic issue that we face as a Nation and I am
delighted to be a part of these ongoing discussions.

In my testimony today I will briefly review for you the importance of Social Secu-
rity as well as its long-range solvency situation, the Nation’s changing demo-
graphics, and then discuss why I believe the President’s framework for protecting
Social Security is the right approach.

IMPORTANCE OF SOCIAL SECURITY

In the course of the past year, thousands of Americans, in forums and town hall
meetings across this country, have made it clear that they believe that Social Secu-
rity is important and it is worth protecting. I personally have spoken to women, mi-
norities, people with disabilities, older Americans, baby boomers, college students,
to business and labor leaders, to academicians and policy makers. And what I have
learned from my year-long dialogue with the American people, is that they under-
stand just how important Social Security is for retirees and their families, for people
with disabilities, for children who have lost a parent, for young widows and wid-
owers struggling to raise children alone. They know what Social Security means to
those millions of Americans for whom those monthly benefit checks make the dif-
ference between dignity and devastation.

Today, Social Security provides benefits to 44 million men, women and children.
In 1998, an estimated 150 million people worked in jobs covered by the Social Secu-
rity program and paid contributions on their earnings, giving them peace of mind
that comes from knowing that they and their families will be protected when they
retire or if they should become disabled or die. Nearly 1 in 6 Americans receives
Social Security benefits and 95 percent of Americans have the benefit protection
provided by our programs.

Social Security is the most effective anti-poverty program in history. It is the
major source of income for two-third of beneficiaries age 65 and older, and contrib-
utes 90 percent or more of income for about one-third percent. Today, only about
11 percent of older Americans are poor. Without Social Security, about half of all
older Americans would be living in poverty. This is a program that has worked. It
has worked extraordinarily well for the American people—young and old—for over
a half of a century. We should be very careful to protect the guaranteed benefit that
Americans—both those who are now recipients and those who have been promised
benefits—will need.

The program also provides a financial floor of protection for millions of working-
age Americans. About a third of our beneficiaries are not retirees, but are severely
disabled workers, their children, or the surviving family members of workers who
have died untimely deaths. This protection is extremely important, especially for
young families struggling to afford adequate private insurance policies. For a young
married average worker with two children, Social Security is the equivalent of a
$300,000 disability insurance policy and a $300,000 life insurance policy. About one
in six of today’s twenty year olds will die before retirement, and nearly thirty per-
cent will become disabled.
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For all of these reasons, the program is irreplaceable, and I am delighted to have
an opportunity to talk to you today about the President’s framework for making So-
cial Security strong for the 21st century.

TRUSTEES’ ESTIMATES

As you know, under the 1998 Trustees Report intermediate assumptions, the an-
nual combined tax income of the OASDI program is projected to exceed annual ex-
penditures from the funds until 2013. After that, because of interest income, total
income is projected to continue to exceed expenditures until 2021. The funds would
begin to decline in 2021 and would be exhausted in 2032. In 2032, when the trust
funds are projected to become exhausted, the Social Security system will have
enough income to cover only about three-fourths of benefit obligations.

DEMOGRAPHICS

We are all familiar with our Nation’s demographics—and it can be summed up
this way: we are living longer lives, but it is not just the number of years we are
living, it is also the number of people who are living longer. This is good news. More
of us are living to retirement age, and life expectancy at age 65 is increasing:

e In the U.S. in 1995, the elderly population (aged 65 and over) was about 34 mil-
lion, making up about 12 percent of the population. In contrast, there were about
9 million aged people in the U.S. in 1940, and then they accounted for less than
7 percent of the population.

¢ The elderly population growth rate is expected to be modest from now through
2010, but it will increase dramatically between 2010 and 2030 as the baby-boom
generation ages into the 65-or-older age group. By 2030 our elderly population will
have doubled from 34 million, about 12 percent of the population, in 1995 to 68 mil-
lion, about 20 percent of the population.

e When benefits were first paid in 1940, a 65-year old on average lived about
12V more years. Today, a 65-year old can expect to live about 17%2 more years. By
2070, life expectancy at age 65 is projected to be 20%2 years.

ACTING NOW IS IMPORTANT

These millions of people, retired and working, rely on Social Security for their re-
tirement security, and protection for their families against loss of earnings due to
severe disability and death. Clearly, we must preserve and protect Social Security;
millions are counting on us for strong and decisive action. The time to act is now.
Not because Social Security is in crisis, but because delay will greatly increase the
cost of achieving solvency. At the present time, our financing is sound. We can have
modest changes now, or much more drastic changes later. The size of the financing
gap will double if we delay for a generation, and young Americans could lose faith
in our system. We face serious but manageable challenges with early action. We can
prevent a crisis from ever occurring with responsible action in the near term.

WINDOW OF OPPORTUNITY

I strongly support the Administration’s decision to try to use the window of oppor-
tunity presented by the budget surpluses to advance fund more of the nation’s So-
cial Security system. This is the first time in a generation our fiscal position enables
us to take such action. Through advance funding, we can prepare for the inevitable
challenges of the retirement of the baby boomers and succeeding generations.

PRESIDENT’S FRAMEWORK

I’d like to talk about how the President’s framework would impact the Social Se-
curity program. The President proposed the following three distinct actions to solve
the Social Security program financing problem:

¢ The framework provides for transferring amounts equal to 62 percent of pro-
jected federal budget surpluses over the next 15 years—about $2.8 trillion—to the
Social Security system. Except for a small investment in corporate equities, the
framework uses this transfer to pay down the publicly held debt, strengthening our
economy for the future.

¢ The framework calls for investing a small portion of the transferred amounts
in the private sector to achieve higher returns for Social Security. The amount of
the Trust Funds invested in the private sector would be about 15 percent, rep-
resenting, on average, no more than about 4 percent of the stock market. Funds
would be invested in broad market indexes by private managers, not the govern-
ment.
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¢ The President’s framework calls for a bipartisan effort to take further action to
ensure the system’s solvency until at least 2075. There are hard choices that we
must face. To assure confidence in Social Security it is important to bring the pro-
gram into 75-year actuarial balance.

The first two steps will keep Social Security solvent until 2055, and bipartisan
agreement on the hard choices could extend that solvency at least through 2075.

BENEFITS OF THE PRESIDENT’S PLAN

By paying down publicly held debt, the President’s plan will ensure that the coun-
try will have the resources necessary to pay Social Security until the middle of the
next century. Merrill Lynch recently released a report that concluded:

Allocating a portion of budget surpluses to debt reduction, as the Presi-
dent proposes, is a conservative strategy that makes sense. Reducing the
debt will result in increased national savings, lower interest rates, and
stronger long-term economic growth than would otherwise be the case.

The lower interest costs and higher growth will make it possible for the Social
Security Trust Fund to redeem its bonds without creating pressure on other govern-
ment programs. Indeed, OMB calculations indicate that the decline in government
interest payments will provide sufficient resources so that the combined government
expenditures on interest and Social Security benefits will be below current levels as
a share of the economy until 2050 and beyond.

INVESTMENT IN THE PRIVATE SECTOR

The President’s plan would require that transfers be made from the U.S. Treasury
to the Social Security trust fund each year for 15 years. The amount transferred
each year would be specified in law, so that by 2015, about $2.8 trillion would have
been transferred. A portion of these funds would be invested in the private sector
each year, from 2000 through 2014, until such time as 14.6 percent of the Trust
Funds are in private investments. The remainder, 85.4 percent, would continue to
be held in government securities. This allows the trust funds to achieve a higher
rate of return without assuming undue risk.

Stocks over time have returned about 7 percent annually after inflation, while
Treasury bonds have yielded about half as much. Diversifying the trust fund invest-
ment to include stocks would produce more investment income and reduce the pro-
j%cted shortfall that needs to be made up through potential revenue and benefit
changes.

Under the proposal, total investment in the private sector would account, on aver-
age, for around 4 percent or less of the U.S. stock market over the next 30 to 40
years. This, by the way, is about the size of Fidelity’s share of the stock market
today. State and local pension funds now represent more than twice as much—about
10 percent—of total stock market investments. If State and local pensions had not,
years ago, gone in the direction of a diversified portfolio, then States and localities
would have had to increase taxes or curtail pensions significantly. State and local
government pension plans now hold roughly 60 percent of their total investment
portfolios in the private sector.

We must provide safeguards to avoid politicizing the investment process. Under
the President’s proposal, the Administration and Congress together would craft a
plan that ensures independent management without political interference. I believe
that this can be done, and that the Federal Reserve Board and the Federal Retire-
ment Thrift Investment Board could serve as models. The Federal Reserve Board
makes extremely important and sensitive economic decisions and no one doubts its
independence. The Federal Retirement Thrift Investment Board oversees the invest-
ment of billions of dollars in the private sector and there has been no allegation of
political interference in those investment decisions.

USA ACCOUNTS

Social Security is one part of a “three legged” retirement system, which includes
employer sponsored retirement plans and personal savings. I strongly support the
President’s program to create Universal Savings Accounts (USAs) by using part of
the budget surpluses to help Americans build up wealth to finance their longer life-
spans. Under the proposal, we will reserve 12 percent of the projected surpluses
over the next 15 years—averaging about $36 billion per year.

These accounts would be separate from Social Security, not a substitute for the
guaranteed benefit. No resources for these accounts would be drained from the So-
cial Security system.
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The President would extend this savings opportunity on a progressive basis to as-
sure that those most in need of increased resources in retirement would benefit. The
USA accounts will provide individuals with additional resources and individual
choices in saving for retirement. Today the overwhelming preponderance of funds
from pensions and savings go to the top half of the population by income, leaving
only a tiny percentage for the bottom half by income. USA accounts, separate from
Social Security, will mean hundreds of dollars in targeted tax cuts for working
Amiricans who choose to save more for retirement, with more help for lower-income
workers.

PROGRAM IMPROVEMENTS

The President said a comprehensive reform package must include provisions to re-
duce poverty among elderly women. While the poverty rate for the elderly popu-
lation is approximately 11 percent, for elderly widows it’s 18 percent. Elderly women
often are more dependent on Social Security because they are less likely to have
pensions, and sometimes outlive their assets. Almost three-quarters of Social Secu-
rity beneficiaries over age 85 are women—our mothers, grandmothers and great
grandmothers. It is essential that we work together in a bipartisan effort to ensure
that they have the best protection that society can provide.

In addition, as part of the broader reform package, the President’s proposal would
eliminate the retirement earnings test. This provision of the law is a confusing and
anachronistic hold-over from the earliest years of the program. Eliminating this
work disincentive will allow people the freedom to choose to continue to work in
their retirement.

CONCLUSION

Today we have a remarkable window of opportunity—a window created by the re-
sponsible fiscal policy of the last six years and the economy it helped to produce.
The President’s framework does much more than protect Social Security and Medi-
care. President Clinton’s approach would pay down the publicly held debt, thereby
increasing national savings and promoting economic growth which will reduce bur-
dens on future generations.

This is a moment we could not have foreseen just a few years ago. It is a moment
in which we can begin to deal with the future. It is the moment to address long-
term generational challenges. The President’s framework for Social Security sol-
vency gives a solid foundation on which to preserve our social insurance program
for the 21st century. The Administration and the Congress worked together success-
fully to achieve a robust economy. We now must focus on strengthening and pro-
tecting the Social Security system for future generations of Americans.

Chairman ARCHER. Thank you, Commissioner Apfel.

Mr. Crane will inquire.

Mr. CRANE. Thank you, Mr. Chairman.

Mr. Lew, there has been a lot of criticism about transferring gen-
eral revenues to the trust fund, and therefore, changing the self-
financing nature of Social Security. How do you defend the use of
general revenues to support the program?

Mr. LEw. Congressman, the policy that we put forward is a
change. I think it is important to discuss the merits of it.

In the past, the principal means of financing Social Security has
been the payroll tax. The only exceptions to that are when we pay
interest on the debt and use tax revenues coming from the taxation
of benefits to reinforce the trust funds. That has been general reve-
nues.

I think the important point to look at is where the obligation lies.
Today the obligation is there to pay benefits based on current law.
The obligation to pay benefits is not increased or decreased by any-
thing in our plan. We asked the question, given that obligation,
given the choices that we have: what would be the best way to
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meet the obligation? Preserving the structure of the traditional fi-
nancing and benefit program was very important to us. We do not
view this as being a radical deviation.

But when looking at the choices, we think the President’s frame-
work for Social Security reform is the most desirable option. We
have the fiscal ability because of the surpluses we are projecting
into the future to meet those commitments to pay back the bonds
out of general revenue. We know that the alternatives, benefit cuts
or payroll tax increases would be very painful. So we think that it
is the right balance. It preserves the structure of the current pro-
gram, but does enable us to meet the commitments we have to pay
the benefits today in the form that we think is most desirable.

Mr. CRANE. But you definitely wouldn’t look favorably upon in-
creasing the Social Security tax?

Mr. LEw. We think that the payroll tax is a very substantial bur-
den on working people, on employers.

Mr. CRANE. Except where is the money coming from, the same
people.

Mr. LEw. At the present time, the projected surpluses that we
look at within the 5-year budget, as well as 15- and 20-year fore-
casts, assume that all of the payments to Social Security will be
made. It is really a very important point, that the obligations are
there as we project out the cost to the government.

If we are showing a surplus in our long-term projection, then we
don’t have to go out and raise new revenues. Our current cash flow
will support the transfer and the repayment that we are proposing.

However, if we have tax cuts today or spending policies today
that drive our revenues down or our outlays up, then we may or
may not be able to pay the bills when they come due. We think the
decisions really have to be made today to set aside the assets, and
really to defer, as it were, the consumption to later. Not to spend
the money on a tax cut or spending program today, but to be in
3 position so that we can pay these commitments when they come

ue.

Mr. CRANE. When would the debt limit have to be raised under
current law?

Mr. LEw. I would have to check, but it is several years from now.

Mr. CRANE. Well, according to CBO, no sooner than 2009.

Mr. LEW. I can look it up, Congressman. I would be happy to
check. It is several years from now.

Mr. CRANE. And how about under the President’s proposal?

Mr. LEw. Well, we would reach the debt limit sooner because the
debt limit measures not just the debt held by the public, but the
debt in all trust funds as well.

I think that in my prepared remarks I tried to address this. I
think there is a very important distinction to be made. We view the
debt held by the public as the important indicator of the govern-
ment’s participation in private credit markets. The debt held by the
public is what Chairman Greenspan suggested we should be look-
ing at. It is what most economists suggest that we should look at.

The debt subject to limit is a broader measure. It includes debt
held by the trust funds, but they are not the same. If the debt sub-
ject to limit goes up because the trust fund is owed a dollar, it is
not the same as if we owe a dollar in private treasuries. When we
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pay back the trust fund, we are paying Social Security benefits.
When we pay back private bond holders, we are not.

For a number of reasons that I would love to go through in more
detail if we have the time, as a matter of economics, it is very dif-
ferent to have the debt subject to limit going up because the debt
held by the public is going up, which is not the case under the
President’s plan, as opposed to the debt held by the trust funds. We
view the debt in the trust funds as an asset. That is how we set
aside funds for the future.

In order to put bonds in the trust funds, those bonds are counted
as debt. This is a case where debt is good. The debt is saying that
instead of spending the money today, we will pay it later for Social
Security benefits.

Mr. CRANE. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Shaw?

Mr. SHAW. I would like to follow up on that just a minute. You
just said that we don’t view the bonds in the trust fund as public
debt. Don’t you view that as being owed to future Social Security
recipients?

Mr. LEw. Congressman Shaw, the debt in the trust funds is not
debt held by the public. It is debt held by the trust funds. So as
a technical matter and as an economic matter, it is not public debt.

Mr. SHAW. No. Would you answer my question, please? Don’t you
view this as money owed to people that are paying into Social Secu-
rity for when they retire?

Mr. LEwW. Yes, Congressman, it is money that is owed. The bene-
fits are owed today. This is really just putting the commitment to
pay the bond with the benefit that is already owed. So it is not in-
creasing the obligation. The obligation is already there.

Mr. SHAW. Let me ask you a couple more questions regarding the
62-percent surplus. If you were to take the trust fund out of the
unified budget, there wouldn’t be any surplus. So the surplus that
you are putting through the Social Security Trust Fund, couldn’t
it certainly be argued that is has already been through there once?

Mr. LEw. Well, the unified budget, as you know, is composed of
all of the net receipts in excess of outlays.

Mr. SHAW. I know that. I only have 5 minutes. Please answer my
question without explaining the system to me, because I think all
of us up here know how it works. The simple question is, in that
this money may very well be those same dollars, in fact, it is those
same dollars that have already gone through the Social Security
Trust Fund. Isn’t that right?

Mr. LEw. We have not taken any dollars from the trust fund. The
trust fund holds bonds. The trust fund does not hold dollars.

Mr. SHAW. It goes through.

Mr. LEw. That is the current system that we have today.

Mr. SHAW. The money, the surplus, the tax dollars go through.
The FICA taxes go through the trust fund and come out the other
end. Treasury bills go into the trust fund, which is nothing but
IOUs or calls on future taxpayers. Then that goes into the unified
budget to make it look like we have a big surplus. The President
commits 62 percent of that surplus to run it through the Social Se-
curity Trust Fund again.
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Based upon that, let me ask you another question. Why couldn’t
you run it through 2 or 3 more times? It is the same money. It is
the same money.

Mr. LEw. Congressman, the proposal the President has made is
that we should treat these deposits, these transfers into the Social
Security and Medicare trust funds, as we would treat outlays, and
not run it through any more times.

Mr. SHAW. It has already been through. You run it through
twice.

Mr. LEw. That is the way we have been budgeting for years and
years. That is nothing that is new about this program. We are end-
ing the practice of-

Mr. SHAW. I know that. I don’t want to appear to be discour-
teous. There are some things that the President put out that I do
like. But I think that this is smoke and mirrors with regard to set-
ting aside 62 percent of the surplus. He says we are going to put
it in, and we are going to retire the public debt and put it into
debt, into the Social Security Trust Fund. The moneys that are in
there, the IOUs that are backed by the full faith and credit of the
Federal Government, are backed by the taxpayers of tomorrow.
That is what concerns me. Once that trust fund starts depleting,
some taxpayers, either through FICA taxes or general income
taxes, are going to have to step up to the plate and put that money
in there. It means more and higher taxes.

As a matter of fact, with the plan that the President has, I be-
lieve that it is dependent upon the new taxes that he sets forth in
his budget. Isn’t that true?

Mr. LEw. Congressman, if you are asking about the other parts
of the budget, I would be happy to discuss them. But nothing in
this plan is dependent on other parts of the budget.

Mr. SHAW. But is it all interrelated?

Mr. LEwW. No. The proposal for the framework is not related.

Mr. SHAW. Doesn’t the President make surplus assumptions
based upon his total budget? In order to come up with those exact
assumptions, isn’t it true that we would have to buy the whole
deal?

Mr. LEW. I would be happy to respond to the question. It is going
to take me more than 30 seconds though.

Mr. SHAW. Go right ahead. I will give you the rest of my time
to answer it.

Mr. LEw. The President’s budget is

Chairman ARCHER. The director has 1 minute.

Mr. LEw. Thank you very much, Mr. Chairman. The President’s
budget has to be viewed in its entirety. In its entirety, the budget
projects surpluses that go quite far into the future, 40 or 50 years.
There are no substantial changes on long-term tax policy in this
budget. Receipts do rise because incomes rise. That is not tax pol-
icy. That is a matter of the economy working and the tax system
that we have working.

The decision that we make today, this year, will really determine
whether the surpluses materialize or not. We could decide to have
a tax cut. If we decide to have a tax cut, there will be smaller sur-
pluses. We could decide to spend that surplus. If so, we will have
smaller surpluses. But if we have the surplus we are projecting,
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which we think is a conservative economic projection, then when
we get to the point where these bonds are redeemed, we will have
the adequate resources to pay the bills.

We need to have a fiscal policy today that doesn’t consume the
surpluses, either in the form of tax cuts or spending policy. Again,
without meaning to be argumentative in response, I think one has
to view the unified surplus the way it has been viewed really for
all the 20 years that I have worked on the Federal budget. That
is, that you have to make choices on the bottom line—what do you
do with the dollars.

If we view it as a choice between tax cuts, spending, or setting
it aside for the trust funds, those are very different choices. Setting
it aside for the trust funds could accomplish the macroeconomic
policy without putting dollars back into the trust fund. I do not dis-
agree with that. But that would not extend the life of the trust
fund.

We think it is appropriate to put the bonds in so that bills will
be repaid in the future.

Mr. SHAW. Yes, sir. With all due respect, I think the answer to
my question was yes.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Matsui.

Mr. MaTsul. Thank you, Mr. Chairman.

Jack, let me follow up on that because the President’s program
goes to the year 2055. The President has never said that that is
the end of it. In fact, you have said, and I know that Mr. Apfel has
said, and I know Mr. Rubin has said numerous times that you real-
ly have to have a 75-year projection because that is what the actu-
aries use. If 4 or 5 years go by with only up until 2055, we are
going to be out of balance by the year 2002, 2003. Is that correct?

Mr. LEw. It is true. The traditional measure of Social Security
solvency has been 75 years. The President was very careful in the
State of the Union and in the budget not to deviate from the nor-
mal objective of 75-year actuarial balance.

What he has tried to do in the framework for Social Security re-
form is to try and solve roughly half the problem, by transferring
the surplus so that it is available in the future to pay back the
trust funds and cover benefits that are currently due. It does not
eliminate the need for further action. We think it does change the
challenge, and it makes it an easier bar to pass, which we would
hope would encourage both sides in Congress and the White House
to work together on a bipartisan basis to solve the problem and to
combine the transfers with the kind of programmatic changes that
would be envisioned.

Mr. MATSUL It’s your sense that solving the additional 20 years,
from 2055 to 2075, would take probably some structural changes,
although that depends upon what the Congress wants to do. I
would imagine that is where it has to be on a bipartisan basis. Is
that your

Mr. LEw. Well, those are certainly the tough choices. We think
that the first step should be easy. But obviously we have a little
work to do in order to agree on how to handle the use of 62 percent
of the surplus.
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But it will be very tough, just like in 1983, when many of us
worked together. They are tough choices that can only be done on
a bipartisan basis.

What the President did for the last year has been to try and en-
courage the kind of dialog that many in this Committee have par-
ticipated in that leaves us in a position to address the problem to-
gether. By solving half the problem through the financing mecha-
nism that’s proposed in the framework for Social Security reform,
we hope that is a big step forward to try and tackle a long-term
problem, because tackling long-term problems is tough. We think
it will be best to do it when we have a lot of time so that the steps
would be as modest as possible.

Mr. MATsUI Thank you.

Mr. Apfel, would you like to comment?

Mr. AprFEL. Well, I just wanted to paraphrase what the head of
the General Accounting Office has said, that the President’s pro-
posal has financing reforms. What he has said is that we still need
structural reforms. I think we would say yes, we do. Clearly, there
are some further steps that need to be taken. Some of those steps
may be further financing reforms, but that we have to be able to
move to long-term stability of the system over time.

Mr. MATSUI. Let me ask you, because structural reform is what
the comptroller general and the second panel, will probably speak
about. Does the Feldstein plan, which I know both of you have
looked at and perhaps analyzed, and it’s been a revolving, changing
type approach, have structural reforms in it?

Mr. ApreEL. Well, there are two or three different variations. I am
not sure exactly which one we would be talking about. The admin-
istration also proposes that outside of Social Security, some of the
surpluses should be devoted to creating Universal Savings Ac-
counts, which we think are very important. At the proposed size,
we believe they can be fully accommodated.

There are proposals like Mr. Feldstein’s outside of Social Security
that use much larger portions of the surplus. The effect would be
to seriously reduce the ability to pay down publicly held debt in the
short-term. There are also some serious issues about what happens
to the Social Security foundation benefit over time with some of the
proposals that are out there.

There are certainly some potential structural changes there, but
those are very, very dramatic. We would be looking at them very,
very carefully before we would be comfortable moving in that direc-
tion.

Mr. MATSUI. Mr. Lew, can I ask you about the double accounting
issue? What I understand is that since 1974, perhaps even before
then, we have been using the Social Security surplus for general
expenditures. Now, can you make the same case about double ac-
counting there, as well as using it in the example that was just
given?

Mr. APFEL. I think it is certainly a complicated question what ac-
tually happens to these dollars. It sounds argumentative when we
talk about it, but it is complicated and it really does have to be un-
raveled.

There is no doubt that the unified surplus does comingle dif-
ferent surpluses and deficits to bring you to a bottom line. One
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could say that you are using the contribution to the surplus from
Social Security for other purposes. But the commitment to Social
Security remains in the form of a bond. So you are not taking any
resources from Social Security, but you do have a projected unified
surplus that is larger because Social Security runs a surplus.

Interestingly, the issue of double counting never arose in the
past when there were proposals for tax cuts out of a unified surplus
or proposals for spending for other kinds of programs out of unified
surplus. We don’t think that there is any additional double count-
ing issue by putting a dollar into the trust fund, than by using it
for any of these other purposes. One has to work through the com-
plexities, but it really is the same. We think it is a tradeoff be-
tween the choices. We think the choice of putting the dollars into
the trust fund is far and away the best choice.

Chairman ARCHER. The congressman’s time has expired, but
would the gentleman like the indulgence of the Chair for how much
additional time?

Mr. MATSUIL. Actually, I just wanted to ask one more question.

Chairman ARCHER. All right. The gentleman has an additional
30 seconds.

Mr. MATsul. Thank you, Mr. Chairman. What I wanted to ask
in follow-up to that is about the analysis that you are using now
or that was used perhaps by Mr. Shaw in terms of double account-
ing. Would you say a significant tax cut would be potentially dou-
ble accounting too?

Mr. LEw. Well, I don’t think it is double counting. But it would
have a very much more negative effect, which would be that it
would not reduce the debt held by the public; a tax cut would have
the effect of leaving us in the position where the debt held by the
public would be that much higher.

Mr. MaTsul. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Thomas.

Mr. THOMAS. Thank you, Mr. Chairman. Actually, I think the ar-
gument over Social Security and Chairman Greenspan indicated I
think in front of this Committee that whether it is in the surplus
or whether it is in the Social Security Trust Fund, it buys down
the debt, and that is a positive. When you begin to use it for other
programmatic uses, then there is some concern. I think I under-
stand that part of the President’s program.

What I would like to have you, Jack, explain to me for just a
minute or two is the Medicare part of that. I am not clear whether
we are going to do 62 percent and then utilize those other funds,
or we are going to save Social Security for 75 years and only when
that is done are we able to use those other funds. But I don’t want
to go down that trail in the short time that we have.

What I want to ask you is in the agreement in 1997, we were
able to secure another 6 to 8 years solvency on the Part A fund be-
cause in essence, we transferred programs, the Home Health Care
Program from Part A to Part B. The President has now proposed
to extend the “solvency” of Part A to 2020, by transferring money
which is surplus or general fund or on the other side of the ledger
to Part A. Part A is the hospital fund. Part B is where. And in that
same State of the Union speech, the President said he wanted pre-
scription drugs available for our seniors on Medicare.
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I looked in the budget and I could not find a provision for pre-
scription drugs. Since the $700 billion was a transfer to extend
Part A. Frankly, I think the question of Part A solvency is really
moot since we either do programmatic changes, as you did in 1997,
or you transfer dollars, I think the real question is the exposure to
the general fund of general fund money, whether surplus or gen-
eral fund to pay for Medicare. But that is another discussion.

Where are you proposing to get the money to support the Presi-
dent’s prescription drug program for Medicare if the $700 billion is
to extend the solvency of Part A by pumping general fund money
over into the payroll tax?

Mr. LEw. Congressman Thomas, the President very carefully in
the State of the Union tried to make exactly the point that you ob-
served, which is the transfer of 15 percent of the surplus is for the
purpose of extending trust fund solvency.

In order to——

Mr. THOMAS. But I just have to underscore that solvency of the
trust fund is meaningless now if we transfer programs or we trans-
fer surplus funds to the payroll tax fund. It really doesn’t have a
lot of relevance.

Mr. LEw. What the President proposes in the budget and what
he proposed in the State of the Union was to transfer these bonds
into the Medicare trust fund. It does create the need for general
funds to repay those bonds after 2008.

Mr. THOMAS. We could transfer the hospital functions of Part A
over to the general fund as we did the home health care function,
and we could create an infinitely solvent Part A.

Mr. LEw. I would like to address two issues if I could, in re-
sponse to your question. In 1997, as you know, there were many
real policy reductions in Medicare. They were the largest savings
in Medicare that we have ever done. The industry, the health econ-
omy is very much feeling the pinch of the policies that were put
into effect in 1997.

The reason that it is so important to transfer 15 percent of the
surplus in order to extend the trust fund solvency is that we know
the alternative is very deep provider reductions or payroll tax in-
creases.

As far as the prescription drug benefit goes, we understand there
is a need for further programmatic reforms. The President invited
debate on those programmatic reforms, and he said that the pre-
scription drug benefit should be part of the discussion of those pro-
grammatic reforms. So there would need to be additional savings
in order to finance the prescription drug benefit.

Mr. THOMAS. OK. Indeed, in his budget he proposes reductions
to hospitals and to providers beyond the BBA 1997 reductions. Are
those to go for prescription drugs?

Mr. LEw. No, Congressman. But that I think underscores——

Mr. THOMAS. Yes or no?

Mr. LEW. No. They are not.

Mr. THOMAS. So although you described the 1997 changes as a
pinch, you are advocating even additional reductions to pinch it
even more. Although programmatic changes are necessary to fund
prescription drugs, that additional pinch, those additional dollars,
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are not to be applied to prescription drugs. What are they applied
to then?

If you are taking money out of Medicare, where are you spending
it?

Mr. LEw. The amount of savings that are in the President’s
budget in Medicare would come nowhere near funding the prescrip-
tion drug benefit.

Mr. THOMAS. Yes. But if you are taking it out of the program and
sending it some place else, that is not the right message to send.
Is it?

Mr. LEwW. As a practical matter, they do increase trust fund sol-
vency very modestly. But they are not large enough to give you
very much additional trust fund solvency.

Mr. THOMAS. Where do the reductions in hospital and provider
payments go in the President’s budget? Into Medicare?

Mr. LEW. In terms of Medicare, reducing outlays for Medicare
will have some modest effect on trust fund solvency. So the reduc-
tion itself will have a modest effect on trust fund solvency.

Mr. THOMAS. Is that the purpose of the reductions to hospitals
and providers?

Mr. LEw. I wouldn’t argue it’s the purpose because the savings
are small enough and the effect is modest enough that it doesn’t
really constitute a Medicare reform proposal. But I think it does il-
lustrate how difficult Medicare reform is.

Mr. THOMAS. I would have felt much better if your answer was
in all honesty, given the caps on discretionary domestic spending,
you have some programs you want to cover and you have to move
dollars in that category. That is how you chose to do it. That kind
of an honest response would have been much more appreciated.

Chairman ARCHER. The gentleman’s time has expired.

Mrs. Johnson.

Mrs. JOHNSON of Connecticut. I thank you. I want to just first
clear up an implication of your testimony, Mr. Lew, that comes
through to me, at least loud and clear.

You described this as a defining moment. I believe it is. Now
within your budget you in a number of places allude to the fact
that the budget has to be taken as a policy document as a whole,
and that only if all of the things in it happened will it work. Would
you agree?

Mr. LEw. The budget does have to be taken as a whole. The fore-
casts in the budget assume that the budget will be enacted. But
the driving force behind the long-term projections are the actions
already taken in 1993 and 1997. It is the virtuous cycle of reducing
debt that reduces net interest costs that drives the deficit down,
and then the surpluses up.

Mrs. JOHNSON of Connecticut. Would you agree with Mr. Rubin
when he testified before this Committee that any spending in-
creases, given your stress on fiscal discipline and a balanced budg-
et, have to be funded? You have funded them within the budget.

Mr. LEw. For the Fiscal 2000 portion of the budget, all of the
spending initiatives are funded. The only aspects of the budget that
are funded out of the allocation of the surplus are the pieces that
we have specifically noted, the USA Accounts and the
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Mrs. JOHNSON of Connecticut. Yes. I thank you. I just want to
move on with my other question.

I just want to put on the record that while your spending in-
creases are funded for education, for a long list of other initiatives,
that at least 70 percent of the revenue raisers to fund those initia-
tives are things this Committee has rejected on a bipartisan basis
year after year. The cuts that you recommend in Medicare are cuts
that we will reject, we must reject, because particularly our rural
hospitals will simply go under if we are not more honest about re-
imbursement rates.

So I just want to remind us all that while your budget may work
on paper, you have included in it many proposals that Members on
both sides of the aisle do not agree with. So we are not going to
be able to proceed in exactly the way you would like. I just want
to put that on the record because promises are being made out
there on the assumption that because this is a balanced budget,
there is the money to fund them. When all of those fees are simply
people paying more money for things that taxes already now pro-
vide them with. The tax increases particularly, is a category in
which most of your recommended increases have been rejected by
this Committee.

But I want to get to my real question, Mr. Apfel, although both
of you are free to answer it. You have said over and over again,
that you recommend some changes in how Social Security is fi-
nanced, and that will take care of half of the problem. I have no
doubt but that we are going to find a way, for instance, to get the
high returns of the private market into the Social Security system
to some extent and be able to help better finance our system
through that mechanism.

But the half that requires structural changes, I know you do not
want to take a stand on specific structural changes, but you have
taken a stand against increasing taxes, reducing benefits, or rais-
ing the age. So if you would just enumerate the other say 20 op-
tions that we have that are the kinds of things that we ought to
be thinking about and where we are going to come together, that
would be very helpful.

Mr. APFEL. Mrs. Johnson, I think that the Administration has
correctly expressed very strong reservations about a payroll tax
rate increase and broad-based privatization of the Social Security
system.

Mrs. JOHNSON of Connecticut. And I would agree with them on
both of those things. So I want to hear the suggestions of the
things that we could choose from.

Mr. APFEL. But we have kept open, without condemnation, vir-
tually every other option that is under consideration. We have not
taken an active

Mrs. JOHNSON of Connecticut. But what are some of those op-
tions? I need to know what are your stars?

Mr. APFEL. I can provide for the record a whole list of different
options that the advisory board and others have explored. There
are things such as raising the wage cap on the taxation side, ex-
tending coverage to State and local workers, raising the retirement
age, bend points, and increasing the computation years from 35 to
38 years.
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[The following was subsequently received:]

Cost Effects of Various Solvency Proposals

A wide range of proposals to address Social Security’s long-term financing prob-
lem has been advanced by Members of Congress as well as by research organiza-
tions and academicians.

The advantages and disadvantages of each proposal for resolving the problems
facing Social Security will have to be carefully examined. It is also important to rec-
ognize that the options need to be evaluated in terms of the total package agreed
upon. That is, individual elements in a given package will interact. These inter-
actions will also need to be fully understood.

Attached is an excerpt from a report issued by the Social Security Advisory Board
in 1998. The proposals listed illustrate the range of options that have been sug-
gested to address the long-range deficit. Cost effect information is shown both as
a percent of taxable payroll and as a percent of the long-range deficit that would
be resolved by the change. (In evaluating the cost effect of a given change, it is use-
ful to know that the benchmark used for this purpose was the long-range OASDI
actuarial deficit under the intermediate assumptions of the 1998 OASDI Trustees
Report—2.19 percent of taxable payroll.)

Attachment

EFFECT OF PROPOSALS TO ADDRESS THE LONG-RANGE SOLVENCY PROBLEM

Opions Toingo so %ol | % of Skl Securty

Reduce the COLA by 0.5 percentage point below CPI, 0.73 34
beginning in 2000.

Reduce the COLA by 1 percentage point below CPI, be- 1.42 65
ginning in 2000.

Increase the number of years used to calculate benefits 0.25 11
for retirees and survivors from 35 to 38 (phased in
2000-2002).

Increase the number of years used to calculate benefits 0.42 19
for retirees and survivors from 35 to 40 (phased in
2000-2004).

Reduce benefits across the board by 3 percent for those 0.36 16
newly eligible for benefits, beginning in 2000.

Reduce benefits across the board by 5 percent for those 0.59 27
newly eligible for benefits, beginning in 2000.

Speed up the phase-in of the currently scheduled in- 0.11 5
crease in the normal retirement age to 67.

In addition to speeding up the increase to age 67, index 0.39 18
the normal retirement age (by 1 month every 2 years)
up to age 68.

In addition to speeding up the increase to age 67, index 0.48 22
the normal retirement age (by 1 month every 2 years)
up to age 70.

Reduce benefits by 10 percent beginning at family in- 1.65 75
come of $40,000 annually and 10 additional percent
for each additional $ 10,000 (maximum reduction of
85 percent).

Raise payroll tax rates (for employees and employers 2.20 100
combined) by 2.3 percentage points in 2000.

Raise payroll tax rates (for employees and employers 2.19 100
combined) by 2.9 percentage points in 2020 and an
additional 2.9 percentage points in 2050.

Eliminate the special income thresholds for taxing So- 0.35 16
cial Security benefits (and put revenue in the Trust
Funds).

Make all earnings subject to the payroll tax (but retain 1.99 91
the cap for benefit calculations) beginning in 1999.

Make all earnings subject to the payroll tax and credit 1.50 68
them for benefit purposes beginning in 1999.

Make 90 percent of earnings subject to the payroll tax 0.55 25
and credit them for benefit purposes (phased in 2001—
2003).
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EFFECT OF PROPOSALS TO ADDRESS THE LONG-RANGE SOLVENCY PROBLEM—

CONTINUED

Options

Savings as % of
taxable payroll

% of Social Security
deficit resolved

Cover all newly hired State and local government em-
ployees beginning in 2000.

Invest 40 percent of the Trust Funds in stocks (phased
in 2000-2014).

Transfer money from general revenues to offset the
Trust Fund deficit.

Use a portion of the payroll tax (e.g., 2 or 5 percent) to
provide mandatory individual investment accounts.

Allow or require workers to contribute to individual in-
vestment accounts funded by additional amounts
withheld from wages.

Use the budget surplus to establish individual invest-
ment accounts.

Return to pay-as-you-go financing and allow workers to
put money saved from temporary payroll tax reduc-
tion into individual investment accounts.

0.21 10

1.00 46

Impact on Trust Fund deficit would
depend on amount transferred
Trust Fund deficit would be increased
unless revenue loss is offset by ben-
efit cuts

No direct effect on the Trust Fund
deficit. Benefits from these ac-
counts would enhance retirement
income

No direct effect on the Trust Fund
deficit Benefits from these accounts
would enhance retirement income

Trust Fund deficit would be elimi-
nated by raising payroll taxes as
needed to meet future benefit obli-
gations

Mrs. JOHNSON of Connecticut. What
years?

does that mean, 35 to 38

Mr. ApFEL. Pardon me. The number of years that would be
counted in determining the benefit calculation.
Mrs. JOHNSON of Connecticut. In other words, you would increase

the number of quarters?

Mr. APFEL. Not quarters. It’s actually years for determining ben-

efit calculations.

Mrs. JOHNSON of Connecticut. So that would have the effect of
lowering the benefit, because the more years you include, the more

low earning years you include.

Mr. APFEL. If you increase the number of years, you increase the

number of low-earning years. This is again

Mrs. JOHNSON of Connecticut. Correct. And you effectively lower

the benefit.

Mr. APFEL. that is not an Administration proposal.
Mrs. JOHNSON of Connecticut. I understand that. I understand

that.

Mr. APFEL. We have not ruled out a series of different options

on both the revenue side and the spending side, and have tried to
do everything that we could to keep discussions going forward so
that we could have an open discussion about future changes on a
bipartisan basis this year.

Mrs. JOHNSON of Connecticut. Well, I certainly want to have that
discussion on a bipartisan basis. I just think that the side that you
have chosen to talk about is the easiest side. The other side really
needs more.

Mr. APFEL. Actually, Mrs. Johnson, I am not so sure it is so easy,
or else the proposals wouldn’t have generated so much heat.

Chairman ARCHER. The gentlelady’s time has expired.

Mr. Apfel, I feel constrained to try to set a foundation for your
testimony today, which I am now a little bit confused about.
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Do you speak for the administration, for the Clinton White
House? Because you commented that you did a few minutes ago,
and I just wondered if that was accurate.

Mr. APFEL. At that point in time I was, yes, sir.

Chairman ARCHER. You appear here today as a representative of
the Clinton White House and their policies?

Mr. APFEL. No not as a “representative” of the Clinton White
House, but, as the Commissioner of Social Security, and therefore
as a senior government official, yes sir.

Chairman ARCHER. No, I do understand you are Commissioner.
But I also understand that for many, many years I joined with
Congressman Jake Pickle on this panel on a bipartisan basis to
make Social Security an independent agency. We finally accom-
plished that and had it signed into law. Under the law, I believe
that your purpose and your representation before this Committee
should be as an independent agent that has no connection with the
administration’s policies. I am a little bit troubled by that.

Is it not true that your agency is now independent under the law
and not an instrument of the White House?

Mr. AprFEL. I believe that the Independent Agency legislation cre-
ated the appropriate balance between independence and still an ex-
ecutive branch agency. I report directly to the President of the
United States. I am appointed by the President and a member of
his broader cabinet.

At the same time, I believe the Independent Agency legislation
created the appropriate balance of a term position through January
2001 to enable the appropriate balance as an executive branch
agency, but also with a term appointment. I believe that is the ap-
propriate balance.

So when Mrs. Johnson asked about the administration, I can
very, very comfortably articulate the administration’s positions. On
the President’s proposal, Mr. Chairman, I strongly endorse all
three components of the administration’s bill. Personally as Com-
missioner and as a senior administration official.

Chairman ARCHER. I picked that up from your testimony and I
understand that. But, Mr. Apfel, you do give me some concern be-
cause I think that if Congressman Pickle were here, he would
agree with me that the way you described your role is not at all
what we intended when we made Social Security an independent
agency.

We wanted it to be completely removed from any political hand-
out of the White House, completely. Perhaps we need to redesign
the legislation if we missed in that regard in some way. We wanted
it to be more like the Federal Reserve, whose Chairman also hap-
pens to be appointed by the President. The mere appointment by
the President, in our view, was not to make it an arm of the White
House.

I hope that Commissioner Rossotti, now that we have also
changed the IRS, will not come in here one day and say what you
said as a description of his role.

Mr. Levin.

Mr. LEVIN. Thank you, Mr. Chairman. I don’t want to enter into
the discussion at length, but I do think that the Social Security Ad-
ministration has been given added stature and standing and that
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it is not only an arm of the administration, and I think Mr. Apfel’s
administration of that agency has shown the wisdom of our action.

Let me ask you, if I might, you are not going to be here for Mr.
Crippen’s testimony I guess, either of you. We kind of set these
panels up seriatim. So there isn’t a lot of back and forth among
you, but mainly between each panel and us. Sometimes maybe that
1s not the most constructive way to proceed. It becomes adversarial
among us instead of among you, with different points of view.

So I would like to ask you to react to a few parts of Mr. Crippen’s
testimony. I will read it verbatim so I don’t in any way misquote
it.

On page 6, he talks about several important questions about the
structure of the program, and first asks, would breaking the link
between payroll taxes and benefits eliminate an important mecha-
nism of program discipline? Then he concludes the President essen-
tially substitutes general funds solutions for programmatic solu-
tions.

Would either of you like to comment on that? Mr. Lew.

Mr. LEw. Congressman Levin, we agree that there is a need for
both financing and programmatic approaches. We would argue very
strongly that the financing proposals that we put forward are very
real, that the proposal to transfer bonds into the trust fund and to
have that commitment be there so that in the future when we are
running a surplus, the first call on the surplus is to pay back those
bonds. That creates a very real source of funding for the current
benefits which we already owe. The benefits we owe. The question
is how we pay for them.

The choice really is between how you use the unified surplus—
whether you use it for spending, for a tax cut, or set it aside for
the trust funds. So we would agree that there is a need for pro-
grammatic reform. The discussion we have had earlier in terms of
getting from 50- to 75-year solvency very much underscores that.
But1 the step that we are proposing in terms of financing is very
real.

A point that I think is very important for us to keep in mind is
that many of us have thought through these questions analytically
from the perspective of large and growing deficits. In the eighties
and, the early nineties, when you looked at 2012, 2015, and you
saw deficits growing from $600 billion a year to $1 trillion a year,
it was almost impossible to say how would we repay the bonds al-
ready in the trust funds.

Now that we are looking at surpluses in those years, surpluses
that are based on the assumption that we pay back the bonds that
are already in the trust funds, we are in a very different world.
Our point is that the fiscal policy choices that we make this year
will very much affect how much flexibility we have to keep these
commitments in the future. That is why it is so important to view
it as a choice between tax cuts and spending today versus setting
funds aside for tomorrow, and yes, to move on and make the pro-
grammatic changes to get to 75-year solvency.

Mr. LEVIN. Thank you.

Mr. Apfel, if you don’t mind, maybe you would like to talk about
this or Mr. Lew. And by the way, he says later on that point about
the use of general funds. The recent past in the U.S. and the expe-
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rience in other countries is not promising in this regard, that they
will actually be used for those purposes. I will have to ask him
that.

Let me just ask you quickly. On page 12, he concludes, so the
President’s proposals lower the debt relative to where it is now, but
increase it relative to no new action at all. Would either of you like
to comment on that?

Mr. LEw. Mr. Levin, I think the comparison is to a baseline that
assumes no policy change, no tax cut, no spending.

One of the very difficult problems that we face is that baselines
are not law. Baselines are projections of current law. The laws are
made in this Committee, in this Congress, and between the Con-
gress and the President. It is very difficult to lock a baseline in.
We think that what we put forward is the most effective way of
locking in debt reduction by transferring bonds into the Social Se-
curity and Medicare trust funds. We think that creates a kind of
lockbox, where we can get the benefits of the baseline. Certainly if
you compare it to a tax cut or other uses of the baseline, it is high-
ly preferable.

Baseline is a kind of a theoretical construct, but we proposed a
policy that would lock in what we think are many of the virtues
in the baseline.

Mr. LEVIN. Thank you. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Houghton. Mr. McCrery.

Mr. McCRrERY. Thank you, Mr. Chairman.

Mr. Lew, I think you said that by depositing bonds into the So-
cial Security Trust Fund you would be issuing debt to the trust
fund instead of debt to the public. Did I hear you wrong or is that
what you said? If so, would you explain that?

Mr. LEw. Well, I think one has to sort of separate the different
parts of the transaction. If we did nothing, we would reduce debt
held by the public and we would not be issuing any debt to the
trust fund.

Mr. McCRERY. You would be reducing debt to the public. Is that
what you said?

Mr. LEw. If we did nothing. But I believe in an earlier hearing
in this Committee, the point was made in a rather pointed way
that it is very difficult in this political system to do nothing; that
the demand for tax cuts, the demand for spending increases is very
great.

We think that the best way to lock in the benefits of debt reduc-
tion is to have a transaction that puts the resources into the trust
funds instead of putting it toward a tax cut or toward spending.
That does create a new bond, which does increase total debt, but
that is how we are extending the life of the trust fund. Those are
the additional payments that will be made to the trust fund, that
extend the life of the trust fund from 2032 to 2055.

Mr. McCRERY. But it’s not true that if we didn’t issue debt to the
Social Security Trust Fund, we would be issuing debt to the public.
In fact, there is nothing keeping us, even if we don’t issue new debt
with the unified budget surplus, to the Social Security Trust Fund,
we could buy down the publicly held debt just as much as you plan
to under your budget.
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Mr. LEW. You definitely could. One of the policy choices would be
to buy down debt without the transfer. But that would not extend
the trust funds. I think it also is a difficult policy that we have not
in the past had much success sticking to.

Mr. McCRrERY. Well, your policy, while you get some satisfaction
from putting more bonds in the Social Security Trust Fund, you be-
lieve that that would make it more likely that policymakers would
buy down the publicly held debt because somehow it is going to put
us in a better position to pay off the internal debt 20 or 30 years
down the road, I would submit is a giant leap of faith.

I don’t think there is any stronger inclination on the part of pol-
icymakers today to buy down the publicly held debt if there is more
bonds in the Social Security Trust Fund that might come due 30
years from now as there is just to buy down the publicly held debt
for the good, very sound economic reasons that you have stated.

I agree that we should buy down the publicly held debt, and that
will hit a large part of the surplus, but let’s not try to create this
link between putting more bonds into the Social Security Trust
Fund and the will of policymakers to buy down the publicly held
debt with the cash that is available to us today. I think that is a
very tenuous relationship.

Mr. LEw. The history of the last 20 years is exactly consistent,
I think, with what I have predicted would happen in the future. If
we would just go back to business as usual

Mr. McCRERY. But, Mr. Lew, for the last 20 years, we have had
bonds in the Social Security Trust Fund. It hasn’t deterred us from
deficit spending. So what makes you think just putting more bonds
in the trust fund is going to give us any more conscience here?

Mr. LEw. What we are proposing is that the budgetary treatment
of these transfers should be treated as if we were outlaying the
money and remove it from the unified surplus, so that the money
would not be there to spend again. We think that would be the
most responsible way to treat these transactions and it would then
remove the ability to spend it again.

Mr. McCRERY. We can choose some other legislative mechanism
if we so desire to mandate that we buy down the publicly held debt.
So don’t tell me that there is some magic connection here. There’s
not. Either we have the will to buy down the debt or we don’t. That
is all I am saying. Just be honest about it.

Look, I think the proposal is a sound proposal. I am glad the
President brought it forward. It doesn’t solve the whole problem. It
gets us to 2055. However, if I am not mistaken, these are all long-
range numbers and they are going to be wrong. We all know that.
But we have got to use them as best we can to solve this problem.

If I am not mistaken, under your long-range projections, you only
have a budget surplus, a unified budget surplus until about the
year 2039. Is that correct?

Mr. LEw. It is a little farther than that. It is in the mid-twenties
or forties, I believe.

Mr. McCRERY. OK, 2042.

Mr. LEw. It’s after 2040.

Mr. McCRERY. But it doesn’t get to 2055. So at some point, 2039,
2042, 2043, you are going to have to come up with some more reve-
nues, aren’t you, just to get us to 2055 and not add to the deficit.




37

Mr. LEw. At that point, we will have no debt held by the public
and be in a very different fiscal posture.

Mr. McCRERY. No doubt about it. I agree with you. We will be
in a much stronger financial position to go to the markets and bor-
row if we have to, but we don’t want to do that, if we can help it.

I think you have got some sound reasoning here. I wish you
would be a little more up front though and not try to link these
things as something magic that’s not. Either we have the will to
do it or we don’t. Then I think we can get along and create some-
thing here.

Mr. ApFEL. Mr. Chairman, could I get 30 seconds?

Chairman ARCHER. Sure.

Mr. APFEL. Again, I think that is one of the reasons why the
third part of this proposal is so important. We have got to get to
long-term reform.

If you look at the long-term surpluses and those projections and
the depletion 30, 40, and 50 years from now, part of the long-term
solution is going to be what we are going to do about Social Secu-
rity reform in the very long term. So that is part of our long-term
solution.

Mr. McCRERY. But, Commissioner, by virtue of dumping more
money into the trust fund, which is what you are proposing to do
by issuing these magic bonds in there, by doing that, you are fore-
stalling the need to come up with structural reforms. You know
that the earlier we do structural reforms, the better chance we
have to make Social Security solvent for us, as far as the eye can
see. So I think you are doing damage to the inclination of this
body, this political body, to do something structural, to do some-
thing important to save Social Security for the long term by put-
ting in this magic money.

Chairman ARCHER. OK. The gentleman’s time has expired, but
I am going to give the Commissioner a chance to answer one ques-
tion that relates to this. That is, what would be your number one
priority for structural reform, forgetting about whether you have
delayed it or hindered it or helped it or anything else? What would
be your number one priority for structural reform as commissioner?

Mr. APFEL. I believe that we need to engage in those on a bipar-
tisan basis as the President has

Chairman ARCHER. But, Mr. Apfel, you are not a representative
of the White House, even though you may think you are. I am ask-
ing you as Commissioner, a nonpolitical Commissioner of Social Se-
curity, with your knowledge and your understanding of the Social
Security program, what would be your number one priority for
structural reform? Certainly you can answer that.

Mr. AprEL. Well, Mr. Chairman, I have spent the last year in
public forums all throughout this country talking about the pros
and the cons of every one of those options that are out there. I
must say, Mr. Chairman——

Chairman ARCHER. Mr. Commissioner, Mr. Commissioner, we
have very limited time. Can you answer my question? At some
other time I would like to talk to you privately at length at some
time convenient to both of us and you can tell me about what you
have done around the country and everything, but for right now,
what would be your number one priority for structural reform? I
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am asking you as Commissioner to make a recommendation to us
as to your number one priority for structural reform.

Mr. APFEL. I believe it is premature until we work together on
a bipartisan basis to discuss these. We must talk about them with-
in the context of a bipartisan process.

Chairman ARCHER. If we can’t get, Mr. Commissioner, if we can’t
get a recommendation from you as the number one authority in the
country on Social Security, responsible for running the program, for
a top priority for structural reform, from whom can we get it?

Mr. APFEL. I believe that what we will be doing is just that proc-
ess in the next

Chairman ARCHER. No. I am just asking you, can you suggest
someone else to me in the Social Security Administration that
would give us a number one priority for structural reform?

Mr. APFEL. I believe, Mr. Chairman, that I am your person.

Chairman ARCHER. Then why won’t you give it to me?

Mr. APFEL. Because I believe we need to work on a bipartisan
basis.

Chairman ARCHER. You are, you are by the very nature of your
job, nonpartisan. Your job is to run the Social Security system and
to make recommendations to the Congress and to the administra-
tion as to what is an important priority. I am asking you simply.
I don’t know why you want to duck out on this. Why will you not
simply give me a recommendation in the position that you hold for
the number one priority for structural reform? You have examined
all of them, I know.

Mr. ApFEL. I have examined them.

Chairman ARCHER. OK. Give me a recommendation for the num-
ber one priority for structural reform.

Mr. APFEL. I believe that it is inappropriate at this point in time
until we engage in that bipartisan process to make that rec-
ommendation.

Chairman ARCHER. Thank you very much.

Ms. Dunn. Mr. English.

Mr. ENGLISH. Thank you, Mr. Chairman.

Mr. Apfel, based on that last exchange, I must say I am deeply
disappointed because the point of this hearing is to get objective in-
formation to inform the bipartisan discussions. I feel like I have
just heard a set of talking points out of Dick Morris rather than
a serious move to inform our policy discussion.

You know, looking at the President’s framework, and I use the
term framework here to describe what he has proposed in Social
Security because there is clearly not enough detail to call it a plan
or to call it a blueprint. I have some questions that I would like
to pursue that I think address some of the more promising aspects
of it.

First of all, I see that the President in his budget has set aside
62 percent of the surplus rather than 100 percent of the surplus,
which is what he had proposed last year and had kind of drawn
a line in the sand on.

According to Mr. Frenzel’s testimony, it is actually closer to 57
percent of the surplus. I wonder, under your budget proposal and
the President’s Social Security framework, would payroll tax reve-
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nues still be used for non-Social Security retirement purposes? Mr.
Lew.

Mr. LEw. Congressman, I believe I responded to that question.
I am delighted to respond again. The way the Social Security Trust
Funds work, the trust fund

Mr. ENGLISH. I know how it works. It is a simple question, yes
or no.

Mr. LEw. Unfortunately it is not a simple question.

Mr. ENGLISH. Would payroll tax revenues be used for non-Social
Security retirement purposes?

Mr. LEw. If I have to answer yes or no, the answer is no, but
it is not a simple question that has a yes or no answer.

Mr. ENGLISH. It does not?

Mr. LEw. No. It is not a simple question at all. Social Security
financing is quite complicated. I think it is quite misunderstood,
which is why I am trying to explain it. I would be happy to do so.

Mr. ENGLISH. Well, if it is any consolation, I used to be a city
finance officer. I can don the green eyeshade. I believe I under-
stand these things reasonably well. But I am puzzled how only 57
percent of the surplus being used under the President’s framework
for Social Security doesn’t mean that we are using payroll tax reve-
nues for purposes other than setting those aside as assets for Social
Security retirement purposes. I do not understand.

Mr. LEwW. I would be delighted to respond.

Mr. ENGLISH. Then please do.

Mr. LEw. The current financing of Social Security is really what
we are mirroring in our proposal. The dollars that go into the trust
fund in the form of bonds stay there. We don’t take the bonds out.
The bonds are

Mr. ENGLISH. OK. I understand where you are headed with this,
and I really think that is a dead end. I think most people realize
that under the current system, surpluses in Social Security are
used to prop up deficits that otherwise exist in the general fund.

Let me ask this a different way. Does the President’s proposal
contain anything to retire the $700 billion in IOUs currently in this
quote unquote, “Social Security Trust Fund”? Are you going to be
buying those down and converting them into real assets or are you
going to leave them as IOUs?

Mr. LEw. Well those bonds are very real assets. They are obliga-
tions of the Federal——

Mr. ENGLISH. They are non-negotiable Treasury bonds. They
don’t exist anywhere else on Earth.

Mr. LEw. They are backed by the full faith and credit of the
United States government. When they come due, they will be paid.

Mr. ENGLISH. How do you know that?

Mr. LEw. I think the crux of why you think our answer perhaps
is not a good one is that we perhaps have a different understanding
of the current system. I apologize for going back to that, but if you
view those——

Mr. ENGLISH. Let me reclaim my time.

Mr. LEW. You can reclaim it.

Mr. ENGLISH. I appreciate it very much, but what you are saying
is the President’s proposal does nothing to put real assets into the
Social Security Trust Fund to replace the IOUs that are there.
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Mr. LEW. No, sir.

Mr. ENGLISH. Let me ask you when is the President’s proposal
going to be offered in legislative language?

Mr. LEw. I would really like to respond to the question because
you attributed a position to me that is not my position.

Mr. ENGLISH. OK. Well that is my understanding of your posi-
tion. Can you tell me when the President is going to offer his Social
Security proposal in legislative language so we can see the details?

Mr. LEw. The President has put forward the first full plan for
using the surplus and for dealing with Social Security. It has en-
gendered a very serious debate. We have said that we are working
on the details. We will provide further details. I would be delighted
to discuss further details

Mr. ENGLISH. Mr. Lew, reclaiming my time. The devil is in the
details. I would like to see the President’s proposal in legislative
language so we can see the actual details and assess them for our-
selves. Some of the most important details are not in a broad budg-
et outline. They are the specifics of how certain issues are handled,
how certain investments might or might not be made.

I am sorry I don’t have more time to pursue this, Mr. Chairman.
I don’t feel that the answers we have received here are particularly
informative today. Thank you.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Cardin.

Mr. CARDIN. Thank you, Mr. Chairman. As I listened to these
last couple exchanges, it reminds me of whether we are really in-
terested in getting a bipartisan result or whether we are interested
in making partisan gains here.

Mr. Apfel, I want to thank you for your response to the chair-
man’s question. The Chairman asked a very serious question and
well-intended. But if you would have given specifics on long-term
reform, it would have been used by partisans, not by the Chair-
man, to make it more difficult for us to get a bipartisan agreement
on Social Security.

The President has come forward with a proposal that gives us
the opportunity to work together as Members of Congress to fill in
the details so that we can deal with the long-term solvency of So-
cial Security.

Mr. Chairman, I just want to put in the record that in every con-
versation and every opportunity I have had with Mr. Apfel, I think
he is doing exactly what Congress intended in passing the Inde-
pendent Social Security Act. The information that he has made
available to me and his conversations have been exactly what I
would like to see from an independent Commissioner.

I just really want to compliment you on the manner in which you
are performing your responsibilities. It is interesting that you keep
on emphasizing a point that many Members of this Committee, in-
deed, many Members of Congress refuse to acknowledge. That is,
you have put forward three parts to a Social Security solution. Peo-
ple will harp on one or the other, but not all three together, which
are important in order to provide for the objectives of Social Secu-
rity and long-term solvency.

I would like to add a fourth though. That is, your universal sav-
ings accounts. I know they are not tied into the Social Security sys-
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tem directly, but it does deal with retirement security, building up
the other two legs of the retirement security stool, not only Social
Security, but private retirement and private savings. Your uni-
versal savings accounts give us an opportunity to improve private
retirement for individuals. I want to compliment you on that.

It is interesting that on your first part of your proposal, transfer-
ring 62 percent of the surplus into the trust fund, one point I would
like to at least underscore, if I understand correctly, is that it does
not increase any of the current obligations. You are transferring
more assets into the Social Security Trust Fund, not changing the
current responsibilities. So I am somewhat at a loss at those who
criticize and say this does anything but a more conservative ap-
proach, transfer more assets into the Social Security Trust Fund
without increasing any of the obligations within the Social Security
Trust Fund, giving us a much better long-term financial outlook for
meeting our obligations.

Mr. APrEL. Obligations under the President’s proposal remain
the same as they are under current law.

I want to thank you for what you said. I am doing everything in
my power as Commissioner to try and move the ball forward. I
commit to this Chair and to everyone here to do everything that
I can, to do what I think are the best steps necessary, to move to
Social Security reform, which I believe is centrally important for
this country.

Mr. CARDIN. And there are many Members of this Committee
that are working in a bipartisan way and we are going to work
with you. I appreciated the comments of Mr. McCrery a little bit
earlier. We are working, under very difficult circumstances to try
to bring about a bipartisan result because it is so important to the
future. That is why we are here—to legislate.

Your second part, to get a better return. Private retirement
plans, public retirement plans, all have diversified investment port-
folios. Every one except for the Social Security trustees. It seems
to make sense that we should be able to figure out some way for
the sake of the beneficiaries, to get a better return on the assets
that you have. There has got to be some way that we can do that
and protect the Trust Funds. Legitimate concerns have been raised
about the Social Security trustees investing in equities.

Mr. APFEL. I believe there are legitimate concerns that need to
be addressed in terms of protecting those equity investments from
any interference at all. Clearly, if we look at the experience of
State and local governments and the experience of Canada and
other countries, we ought to be able to find ways to diversify our
portfolio to increase rates of return in a very modest share of trust
fund balances, which we think is prudent, cautious, and appro-
priate.

Mr. CARDIN. And third, working in a bipartisan way for the long-
term structural changes. You have said, and I'll just repeat again
for the record, there is a long list of eligible candidates that we
could look at in a very collective way and come up with structural
changes that would fit into the proposal that the President has
brought forward.

We don’t need you to identify, or anyone to identify a specific,
what is number one priority in that list. Let us sit together as
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Democrats and Republicans, as Members of Congress, and we can
come up with a framework to deal with the 75-year solvency and
protect Social Security in the future. That is exactly what the
President brought forward. I really do thank you very much for
your testimony.

Chairman ARCHER. Mr. Watkins.

Mr. WATKINS. Thank you, Mr. Chairman.

Mr. Apfel, it bothers me that you cannot give a straight answer.
And I understand why.

There are several variables that we have to deal with along the
way, and some combination of those variables. Maybe another way
to ask it is, could you advise the Committee what some of those ad-
justments would have to be or if you think that we should use
some combination of variables to make sure Social Security is
sound?

Mr. APFEL. We could certainly provide some cost implications, as
well as benefit implications, of various alternatives, to help in this
decisionmaking process. I think we’ve been doing that and we will
continue to provide that information to the Committee.

Mr. WATKINS. I think that would be helpful information. I think
that some variables or a combination of variables needs to be pre-
sented to this Committee. This would be helpful in our decision-
making process.

My friend Jack, I was quite interested in your comment, about
Merrill Lynch. You know, Saddam Hussein talked about Desert
Storm being the mother of all wars. What alarms me about the
President’s proposal is this being the mother of all political slush
funds. That political strings could be pulled for different social con-
cerns or problems.

It bothers me if the strategists, the person at Merrill Lynch says
this is one of the most conservative strategies going. I don’t know
if I want him to handle my account.

Mr. LEw. Congressman, I believe he was referring to the debt re-
duction strategy. I don’t know what their views on equity invest-
ments are.

Mr. WATKINS. Well, I admit that there’s going to be some debt
restructuring here, but I think there is a lot of other things in-
volved. I'm concerned about this. [——

Mr. LEw. I believe it is a fair characterization.

Mr. WATKINS. Is Merrill Lynch a candidate in being an investor
for the President’s plan? Or are they—

Mr. LEw. The way we would propose that these funds be in-
vested is that a number of private fund managers would competi-
tively bid so that there wouldn’t be just one fund manager. They
would be very much constrained so that they would be investing
in the broadest market indexes available; not picking and choosing;
not timing purchases; not subject to the influence of political deci-
sions. So that it could not become the kind of slush fund that you’re
worried about.

Mr. WATKINS. Well, I just returned from my district work period
in which I had a number of townhall meetings. Besides discussing
the crisis in the oil patch, which your administration has not even
dealt with, hasn’t been willing to even discuss, I have been dis-
cussing Social Security with my constituents. I know in the steel
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industry there is a dumping issue, but there are more jobs being
lost in oil patch right now. We're losing the domestic economy of
that oil patch. I mean, we'’re losing infrastructure. We’re not going
to have one.

On Independence Day, because of a lack of leadership, we're
going to be more dependent on foreign oil than at any other time
in the history of our country. Our small independent producers are
gone. I just want to say we’re not addressing that either, so I'm
worried about some of these things.

When we discuss Social Security, the one factor that’s alarming
the people across my district is the political strings that would be
utilized with this proposal by the President. They would prefer to
see individuals have control of their Social Security and to utilize
and invest it. I think that’s one thing that will have to be ad-
dressed. I think the Chairman is alluding to that also.

Mr. LEw. Mr. Watkins, I have a couple of responses. First, if the
transfer itself were just put in Treasury bonds, it would extend the
trust fund until 2049. So a very significant part of the benefit
would come with or without equity investment.

We think that equity investment is a very prudent step to take
if it’s done carefully. I don’t disagree at all that it has to be done
very carefully. The criteria that we’ve put forward in terms of what
it would entail to have a prudent investment plan I think are very
responsive to the criticisms that you've heard.

Our difference is we think those problems can be solved. We
think that you could construct an independent investment mecha-
nism, that would not be subject to the kind of political influence
that you’re concerned about.

Frankly, if we can’t insulate it, we would share many of the con-
cerns. We don’t think it would be an acceptable option to have a
politically invested trust fund.

Mr. WATKINS. Jac, when do we start solving those?

Mr. LEw. Pardon me?

Mr. WATKINS. When do we start solving those?

Mr. LEw. Well, we think this hearing today is a good place to dis-
cuss some of these issues, and we're ready to work.

Mr. WATKINS. Well, that’s why——

Mr. LEw. We're ready to work.

Mr. WATKINS [continuing]. I'm disappointed Mr. Apfel didn’t give
us any suggestions on the variables to deal with in Social Security
reform. We know the overall proposal that has been made by the
President, but we haven’t seen anything on the table. I'm inter-
ested in getting some of those issues on the table.

Mr. LEw. We're interested in making some progress, too. We are
very interested in making progress, too.

Chairman ARCHER. Mr. Weller?

Mr. WELLER. Thank you, Mr. Chairman. And, of course, in the
spirit of bipartisanship, and as a Member of the Social Security
Subcommittee, I'd just like to refer to our new speaker’s statement
on his day he was sworn in as Speaker of the House. He said when
it comes to bipartisanship, that means both parties need to make
an effort to come part of the way to the other side. And, of course,
he made the point that Democrats need to figure they need to come
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halfway, and Republicans need to figure we need to come halfway
on the tough issues that are before us.

And I just hope that the definition of bipartisanship doesn’t be-
come, before this is over with, that one side is supposed to adopt
the other’s ideas, and that’s the way bipartisanship is defined.

So in the spirit of bipartisanship, I do want to express some simi-
lar concern that other Members have expressed to the Commis-
sioner. You know, I’ve sat in on numerous Social Security hearings,
Mr. Commissioner, in which you’ve participated in, and, of course,
we've been asking for ideas and solutions.

And I'm disappointed, once again, that really no specifics are
being offered. And if we’re going to move in a bipartisan way, we
need to hear some specifics in a bipartisan forum when everyone
is in the room and open and out and in the public, so we can really
have, I think, an open and honest discussion regarding our efforts
to save Social Security.

And right now just before us, of course, in the President’s budget,
it really appears there are really only two provisions in his budget
that really deal with the issue of Social Security. One, is ear-
marking 62 percent of surplus tax revenues for the effort to save
Social Security, and I think there’s a lot of support for that concept
on both sides of the aisle.

The President also proposes government ownership of private
business, kind of like France and Italy. And I sense that there is
not a lot of support for that idea, but I know it will be discussed
during this year.

I do want to note that, while the President says 62 percent of
surplus should go for Social Security, that this Committee and the
House passed last fall a plan which was nicknamed “The 90/10
Plan” that was crafted by Chairman Archer, which set aside 90
percent of the surplus for the effort to save Social Security and use
the rest to bring some fairness to the Tax Code by eliminating the
marriage tax penalty for the majority of those who suffer it.

Now, Mr. Lew, one thing I find when I was back home over the
district work period, during the President’s Day recess, some folks
said to me they always wonder when we talk about budgets wheth-
er or not we really read the fine print. And I find a lot of times
the folks back home do in Illinois.

And yesterday I was in Ottawa, Illinois, and I spent time with
some of those who read the fine print—hospitals and doctors who
shared with me the impact on La Salle County hospitals, the four
hospitals, the local physicians that serve that area with the Presi-
dent’s proposed cut by $9 billion in Medicare reimbursements and
the new taxes on Medicare providers that the President proposes.

A little later in the day I went to the Kiwanis Club in Ottawa,
where I had a chance to meet with about 50 Kiwanians, and one
of them asked a pretty tough question. Now there’s someone else
who actually read the fine print. And the taxpayer read the fine
print of the President’s budget, and he noticed that the President’s
budget double counts. He noted that the President’s budget puts
more IOUs in the Social Security Trust Fund.

He particularly noted that the President’s budget increases taxes
by over $80 billion. It creates $150 billion in new debt, confiscates
the States’ share of the tobacco settlement, and cuts Medicare re-
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imbursements for local hospitals, getting back to what I heard ear-
lier in that day from some local doctors and administrators.

And here is his question. He really wanted to better understand,
considering that saving Social Security is the centerpiece of the
President’s budget concept that he has presented. He wonders why,
in this time of a massive surplus of extra tax revenue, that the
President proposes over $80 billion in new taxes in addition to his
other provisions in the budget.

Mr. LEw. Congressman, there were a number of questions. On
the Medicare point, I think that illustrates how important it is to
use 15 percent of the surplus for Medicare solvency. The $9 billion
you referred to are relatively modest changes. And if they have the
kind of consequences that you’re hearing, we want to know that.
They’re not intended to have those kinds of:

Mr. WELLER. Well, Mr. Lew, if I could reclaim my time here, you
say that, you know, using the 15 percent for Medicare—well, if
your budget does that, you’re still cutting Medicare reimburse-
ments for hospitals that serve Illinois——

Mr. LEw. Mr. Congressman——

Mr. WELLER. And the impact on those four hospitals was $1%
million in Medicare cuttings impacting just four rural hospitals in
one county.

Mr. LEw. But I think that really puts into perspective how im-
portant it is to dedicate 15 percent of the surplus to Medicare. Our
plan over 15 years would dedicate almost $700 billion to Medicare.

Mr. WELLER. Right, Mr. Lew, but——

Mr. LEw. Now, that has the effect of——

Mr. WELLER. Mr. Lew, reclaiming my time——

Mr. LEw. I haven’t

Mr. WELLER. Still, while you’re dedicating a portion of the sur-
plus, you’re increasing taxes by $80 billion, and your net cuts in
Medicare reimbursements for hospitals in this one county total
$1% million as part of that $9 billion cut in Medicare reimburse-
ment.

Mr. LEw. Since I don’t really have a chance to answer the ques-
tion, maybe I’ll just ask one. As an alternative to putting 15 per-
cent of the surplus in, we’ve not seen any other plan yet that would
have the effect of extending the Medicare Trust Fund for another
12 years.

I think that $686 billion of savings would be very difficult to
achieve, and we think this is a very constructive step, and we
would look forward to seeing anything you could suggest that
would

Mr. WELLER. Mr. Lew, in reclaiming my time, you still haven’t
answered my question why, in this time of surplus, we need $80
billion in new tax increases.

Chairman ARCHER. Mr. Becerra.

Mr. BECERRA. Thank you, Mr. Chairman.

Let me thank the two witnesses for being here and for engaging
in a bipartisan discussion here. And what I might want to do is
begin by perhaps giving you each a little bit of time, hopefully not
too much, to respond to some of the questions that were posed that
you didn’t have a chance to answer.
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Mr. Lew or Mr. Apfel, I'll give you a chance to respond to any-
thing you’d like. You don’t have much time, but there have been
a lot of questions posed without time to give answers.

Mr. LEw. Well, I hate to use your time, but if I may respond just
to two points. First, Congressman McCrery asked a question which
I think was a very constructive question. I'd just like to answer
that the transfers to the Social Security Trust Funds would get us
to 2049. So it would leave the last several years of the period be-
tween 2049 and 2055 where we would need to either borrow or find
other savings. But it does get us a full 50 years.

In terms of the rest of the budget, we think it’s a very good budg-
et. We think it’s a budget that puts our priorities forward. And,
frankly, we think they’re the priorities that reflect the needs of the
American people. You need to look at what’s inside the proposals.
It’s really the policy that has to be analyzed, not just the total
numbers.

The dispute over tobacco policy is a very serious policy question.
We are not ashamed to be for increased tobacco revenues. We think
those tobacco revenues reflect a policy of stopping youth smoking,
which improves public health more than anything else we could do.

So we would love to go through issue by issue and discuss the
policies and not just let a quick review of the numbers confuse the
issue.

Mr. BECERRA. Haven’t the States also just reached an agreement
with the tobacco companies where they themselves are going to be
reaping the benefits of hundreds of billions of dollars in revenues?

Mr. LEw. The States’ settlement would, in fact, bring substantial
revenues into the States. And what we propose is not to take the
money from the States. What we’ve proposed is that we develop
Federal legislation where we would waive the Federal right to
recoupment, in exchange for having the States dedicate the funds
to an agreed upon list of programs that are shared State-Federal
priorities.

We think that’s the right way to resolve this, rather than have
long litigation. It’s not an attempt to take the money but to work
together to address the common problems.

Mr. BECERRA. Mr. Apfel.

Mr. ApFEL. Nothing to add, sir.

Mr. BECERRA. OK. Let me ask a question, then. I guess most of
the actuaries agree that by sometime around the mid teens of the
next century, 2013 or so, we're going to run out of enough payroll
tax coming in—the contributions by the employee and the employer
combined the 12.4 percent coming in, to pay off the benefits to all
of those who will be retired in the year 2013 or so.

At that point, we’ll have to kick in the moneys from the trust
fund, and then soon thereafter, about 10 years after that, in 2032,
the trust fund dollars and interest on that will have expired, and
then we’ll have the crisis where we can only pay about three-quar-
ters of all benefits.

But focusing on 2013, if that’s the date when we really find that
our Social Security contributions coming in from employers and
employees combined are not, by themselves, enough to meet the
needs for those who are retired, right now we don’t find ourselves
in that case.
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But in 2013 when we find ourselves there, what happens if we
should today or tomorrow or before 2013 come up with a proposal
to resolve the Social Security issue? And that proposal would in-
clude removing part of that 12.4 percent that’s currently collected
and put into the Social Security system, and, instead, take some
of that out and use it for an individual account, a private account.
What would that do to the financing or to the payout that we
would have to take—would have to see occur, say, by 2013?

Mr. AprFEL. Well, a carve out would dig a deeper hole. It would
also mean that the lines would not cross in 2013. The lines would
probably cross as early as next year. In other words, the payroll tax
income coming into the system would become less than the outgo,
with a 2-percent carve out, for example, by next year.

Mr. BECERRA. So if we had a proposal for a 2-percent carve out,
meaning taking 2-percent of the 12.4 percent so that we could cre-
ate an individual private savings account for each person in the
country who is putting money into Social Security, what does that
do in terms of when our incoming money is insufficient to pay the
outgoing benefits?

Mr. APrFEL. If the proposal were effective next year, the crossing
point for those lines would move from 2013 to almost immediately.

Mr. BECERRA. And so what would we need to do to make up for
that shortfall?

Mr. ApFEL. Well, the 2-percent carve out would mean that rather
than a 25-percent hole 30 years from now, we’d be looking at some-
where in the vicinity of a 40-plus-percent hole. So it would mean
almost definitely a lower benefit structure, compensated in part or
in whole for individuals by this individual account. But the basic
benefit structure potentially would be lower.

Mr. BECERRA. Thank you.

Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Foley.

Mr. FoLEY. Thank you very much, Mr. Chairman.

I'm encouraged by the President’s proposals in several areas.
Clearly, I think we’re in agreement on the surplus and attempting
to put some more money into the Social Security Trust Fund. I'm
intrigued by the personal savings account, and I think we’ve, on
our side, talked about that as well.

But can you tell me, if you will, based on your analysis, what is
plan B if everything goes south financially? You have right now a
fairly optimistic projection. Not just you, but I think the Nation is
under the notion that we’ll continue to have prosperity, budget sur-
pluses, economic times, stock market gains, capital gains tax in-
come. What happens if we are heavily impacted by the global econ-
omy?

And what is our option, once we start these types of accounts,
how do we then manage the midstream if there would